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PROCEEDINGS
[6:03 p.m.; Commissioner Fleming was
absent until her arrival at 6:16 p.m.,
as reflected at page 15 hereof.]

CHAIRMAN HAMILTON: We'll call the hearing to
order, please. We'd T1ike to welcome each of you to
this night hearing of the South Carolina Public
Service Commission.

First, I'd 1ike to introduce you to our
Commissioners. On my far left is Commissioner
Howard, who represents the First Congressional
District. Next is Commissioner Hall; Commissioner
Hall represents the Sixth Congressional District.
On my far right is Commissioner McGee, the Second
Congressional District. Commissioner Randall
represents the Third Congressional District. And
Commissioner Whitfield is the Fifth Congressional
District. I'm chairman and I represent the Seventh
Congressional District.

Tonight we're proud to be here, and we
received letters from Sen. Wes Hayes, Rep. Pope,
and Rep. Norman, requesting that we come to this
community tonight to have the public hearing and,
actually, we're proud to do that. I don't think

Sen. Hayes 1is here, and I haven't seen Rep. Norman.
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Rep. Pope is here.

VOICE: Sen. Hayes is here.

CHAIRMAN HAMILTON: Sen. Hayes is here.
Excuse me. Thank you, Representative.

I was just wondering if either of y'all would
have anything to say before we begin the hearing.

REP. POPE: Thank you, sir. I appreciate your
time tonight. Rep. Norman will actually be
speaking officially on the issue, but, obviously,
you know it's of great importance to my
constituents, and that's why I'm here.

CHAIRMAN HAMILTON: Thank you.

REP. POPE: Thank you, sir.

CHAIRMAN HAMILTON: We appreciate you being
here.

Sen. Hayes? Happy to have you here, Senator.

SEN. HAYES: Thank you. I appreciate y'all
coming to York County. I know you all have a tough
job all over the state, and I appreciate you being
here.

This issue is important to my constituents, as
well as Rep. Pope's. I just wanted to say just a
few words to you. I don't want to get into the
merits too much, but it's my understanding that,

you know, this is a fairly substantial rate
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increase that has been requested. And I just had
just a few notes I wanted to just mention to you
very quickly.

The current water system in this area,
compared to the other eight water systems in the
surrounding area in York, Mecklenburg, and Gaston
Counties, 1is already, on average, 37 percent higher
than water and sewer rates of any of the other
eight systems around. If this is approved, it will
be 51 percent higher than the districts all around
it, and it will be 35 percent higher than any
district around it.

So, you know, once again, they may can justify
that, but I can tell you that will work a hardship
on a lot of families in this area. It will work a
hardship as far as property value. It will work a
hardship as far as being competitive on economic
development in this area. So I would certainly
urge you to make sure that this is justified,
because, if it 1is approved, it is definitely going
to work a hardship on the people of this area.
Thank you.

CHAIRMAN HAMILTON: Thank you, Sen. Hayes.
Thank you, very much, sir.

[AppTause from audience]
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Rep. Norman? Rep. Norman, did you want your
information to appear as part of the record and be
sworn in?

REP. NORMAN: Yes, sir, if I could.

CHAIRMAN HAMILTON: A11 right.

[Witness sworn]
THEREUPON came,
THE HONORABLE RALPH NORMAN,
who, having been first duly sworn, testified as follows:

WITNESS: Mr. Chairman and members of the
Public Service Commission, thank you for allowing
me to speak today. I've been before this body for
the last seven years as we have battled Carolina
Water Systems and have tried to, I guess, get some
reasonability and fairness into the system.

What I would 1like to do tonight is read a
letter from the Clover School District. Dr. Sosne
could not be here tonight, so, on behalf of the
school district, I would 1ike to read the letter on
their behalf.

"As one of Carolina Water Service's largest
customers, the Clover School District has not been
immune to the poor customer service or quality of
service experienced by many homeowners in our

community. To highlight one example in which the
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school district has had a negative encounter with"
Carolina Water Systems, "I will briefly reflect on
the opening of Oakridge Middle School 1in 2008. As
a pawn in its chess match," Carolina Water Systems
"purposefully stalled the opening of water 1lines
that would eventually service the school."

Carolina Water Systems "demanded the district close
a well that was on the campus and used solely for

construction. .. The well was just for the
construction and nothing else. "We believe"
Carolina Water Systems "did not have the authority
to dictate such action and strong-armed the
district into closing the well at the time.

"Over the past 12 months, the district has
paid $70,118 for water, sewage, and irrigation to
service at Crowders Creek Elementary School and
Oakridge Middle School. 1If, as reported," Carolina
Water Systems' request is to increase, "which could
be as much as 30 percent is approved, it has the
potential to cost the school district an additional
$22,000 annually - which is approximately
equivalent to a teacher assistant position in the
district. A proposed elementary school scheduled

to open in August 2016 on Oakridge Road would

increase the district's financial obligation to"
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Carolina Water Systems.

"As it has been said" many times here tonight,
"the Clover School District believes this rate
increase is not justified."

I will show you a recent article of July 29th
from the Lake Wylie Pilot. 1It's entitled "Al1l Lake
Users Paying Price for Poor Service."

Ladies and gentlemen, last year they dumped
266,000 gallons of sewage into Lake Wylie. Over
the past three years, they've dumped over 250,000.
I don't know how many times -- the residents of
Tega Cay, just 1like River Hills, have had it up to
the Timit with Carolina Water Systems. Not only
have they given poor service, but they have not
maintained the lines. The sewage lines in River
Hills and Lake Wylie and pretty much all of Tega
Cay are the two-feet terra-cotta 1lines which have
joints every two feet. The roots are growing in
it. There's simply no way to serve the sewage
needs, and it's just not fair for the people that
have to swim in sewage 1like they've been doing.

I ask that you consider not granting the
increase. I ask that you really take a look at
this, at their request. I can tell you, when we

proposed a bill years ago to make them break the
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systems down -- so that River Hills would have a
cost analysis, Tega Cay, and all the others -- they
were at my front door with lawyers, protesting.

So I would enter this as evidence, and I would
just implore you to please go slow with this, and
anything that they do, you question, because we
have not found them trustworthy, nor have we found
them consistent to serve the people of River Hills
or really any of the districts.

Thank you, sir.

CHAIRMAN HAMILTON: Thank you, Rep. Norman.
We'll enter the article and the letter as a
composite, Exhibit No. 1.

[Applause from audience]
[WHEREUPON, Hearing Exhibit No. 1 was
marked and received in evidence.]

CHAIRMAN HAMILTON: At this time, we have one
of our Commissioners, Commissioner Fleming, caught
in traffic. And we have a 15-minute rule in South
Carolina, that a Commissioner can't miss 15 minutes
of a hearing and participate in the merits hearing.
So if you will please bear with me a few minutes,
we will give her time to get here.

We have some preliminary matters that we can

go into at this time that wouldn't affect that.

RIVER HILLS NIGHT HEARING/VOLUME 10F3
12/12/13
PuBLIC SERVICE COMMISSION OF SOUTH CAROLINA




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Docket No. 2013-275-WS CWS, INC./Rates, Charges, Terms and Conditions 11

And, at this time, we'll have appearances.

And who represents the company?

MR. TERRENI: Mr. Chairman, I'm Charlie
Terreni.

CHAIRMAN HAMILTON: Mr. Terreni, do you have
any preliminary matters?

MR. TERRENI: No, sir.

CHAIRMAN HAMILTON: Thank you, sir.

And ORS?

MR. NELSON: Thank you, Mr. Chairman.
Everybody, I'm Jeff Nelson; I'm an attorney with
the state Office of Regulatory Staff. Sitting with
me here is Florence Belser; she's also an attorney
with the ORS.

We have a couple of other people here tonight,
as well, from our office. Ms. Dawn Hipp is sitting
here [indicating]. Ms. Hipp is the director of our
Water and Wastewater Department. Mr. Willie Morgan
[indicating]; he's an engineer in our Water and
Wastewater Department. And Mr. Brad Kirby is
sitting right here [indicating]. Mr. Kirby 1is in
our Consumer Services Division.

Mr. Chairman, if I could just take a --

CHAIRMAN HAMILTON: Yes, sir, please.

MR. NELSON: -- moment, I'd 1like to just do a
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brief introduction.

For some of you that haven't been to these
night hearings -- can I just sit down, if that's
okay? I don't mind if you don't 1ook at my face,
but I don't want to touch this microphone; I'm
afraid it might break. Hopefully, you can hear me
better now.

I just wanted to outline to you a little bit
the procedures of how this operates, for those of
you that haven't been in one of these hearings Tlike
this before, and to give you a Tittle bit of
background, as well, because sometimes people get
confused between the roles of the Public Service
Commission and our office at the Office of
Regulatory Staff.

We're a fairly new office. The Public Service
Commission itself has been around for over 100
years. It's an old organization. 1In 2004,
however, by Act of the South Carolina Legislature,
some of the duties that used to belong to the
Public Service Commission were taken out of that,
and then they were created under this Office of
Regulatory Staff.

The Office of Regulatory Staff has auditors,

engineers, and attorneys, primarily, on staff, as
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well as our Consumer Services Department. Whereas
the Public Service Commission used to have people
on staff that actually did the investigation,
audited, and presented cases in front of them, they
were also hearing the cases. So now we have a
separate office that does that.

In this process here, what our office does is
we will Took at the application -- we are party to
all of these cases. We will look at the
application that's filed by the company; we'll do a
complete audit of the books and records of that
company, and look at the application and verify
everything. We Took at thousands of documents 1in
one of these rate cases. We look at invoices; we
look at investment that the company has made. We
also go out with our engineers and do a physical
inspection of most of the plant of these companies,
as well, to see how those plants are operating.

So with this creation of our office, the
Public Service Commission is now what is called a
quasi-judicial body. It 1is pretty much Tike the
judges in this state. In that way, they are not
allowed to -- by law -- answer questions that are
asked of them. It's the same thing as if there's a

judge sitting on a bench, and you're a witness in
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the case; you can't ask that judge questions about
the case. In the same manner -- they are not being
rude to you; it's not that they don't know the
answers to the questions -- because they are bound
by the Code of Judicial Conduct that they have to
sit as judges in this case because that is their
role in the process. On the other hand, our office
can talk to you. And we would love to talk to you.

If there's any point during this proceeding,
after this proceeding, that you need to talk to
somebody -- if you have questions to ask about the
procedure, about anything that's going on with this
case -- we are open to talk to you. Myself, Ms.
Belser, Ms. Hipp, Mr. Kirby, Mr. Morgan, we'll all
be here. So during the course of it, if you want
to come up and talk to one of them in the back,
please feel free to do so. If you want to wait
until this proceeding is over, we'll stay here and
talk to everybody that wants to talk to a member of
the Office of Regulatory Staff, until we've talked
to everybody. So, that's why we're here.

So, again, please don't try to ask them --
they're not being rude, again, but the
Commissioners cannot answer the questions that you

ask them. That's what we're here for.
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That's all I have, Mr. Chairman.

CHAIRMAN HAMILTON: Thank you, very much, Mr.
Nelson.

At this time, I'11 call on our attorney, Mr.
David Butler, for the procedures of the hearing.

MR. BUTLER: Thank you, Mr. Chairman.

Good evening, and welcome also from the
Commission staff. I'm an attorney with the
Commission, and the proceeding before the
Commission is in Docket No. 2013-275-WS, and
concerns the proposed increase in rates and charges
filed with the Commission by Carolina Water
Service.

First, I would ask, if you would, please mute
or cut off your cell phones, so that they won't
disturb the process that we're going through.

In a moment, I'11 call the names of those who
have signed up to speak to come forward to the
podium. I'm also going to call on an on-deck
witness, who will be next after the sworn witness.

[WHEREUPON, at 6:16 p.m., Commissioner
Fleming joined the proceedings.]

After you're sworn in, if you would please,

state clearly your name and address, and also

please confirm that you're a customer of Carolina
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Water Service and state your subdivision. Then you
can proceed with your testimony.

Please be sure, when you come forward to the
podium in front of the Commission, to speak into
that microphone that you see, so that everyone can
hear you, including the court reporter, who is
making a record of what you say. After you're done
with your testimony, please remain at the podium
for any questions that the parties or the
Commissioners might have for you.

Now, we have placed a time Timit of three
minutes on all presentations. As you can see, we
have a timer, which will aid you in timing your
testimony. The timer is set to sound off at the
end of three minutes. Now, we'll clarify that your
three minutes will not start until after you're
sworn in and after you identify yourself, so you'll
have three full minutes to make your presentation.

Now, if you have not signed up to testify
tonight, and you decide somewhere in the middle of
the hearing that you would 1like to be heard after
all, please proceed to one of the back entrances
and sign in with the Commission staff members
located back there, and the staff member will tell

us of your wish to testify. The Commission will
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not hear from you unless you've signed up to speak.

And I do want to remind everyone that this
public hearing 1is your time to testify with regard
to the Carolina Water Service's proposed rate
increase. But, again, as was stated by Mr. Nelson,
due to the judicial nature of this proceeding, the
Commissioners cannot take questions and are
prevented from making comments directly on the
case. And, once again, ORS has stated that they
will be available after the hearing for any
questions that you might have, and I know that the
company is available also with all its personnel.

Just for your general information, the actual
merits hearing, which will have all the various
technical people and technical testimony, will
actually be on Tuesday, January 14, 2014, at 10
a.m., in the offices of the Commission. We also
intend to have another public hearing concerning
this matter in the Commission's hearing room, which
is going to take place on Monday, January 13th at 6
p.m. And please note that, if you provide
testimony tonight, you can't really provide
testimony a second time if you attend one of the
other hearings in this case.

So now that I've filled you in on all the
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details, I can begin to call the names of the
witnesses who've signed up to speak. And as I
said, I plan to call two names at the same time:
one to be sworn in to testify, and then one to be
on deck so you're ready to speak next.

So if I could have Ms. Susan Gauff, G-a-u-f-f,
to speak; and Mr. Bill Morris would be on deck.
Thank you, very much.

[Witness sworn]

THEREUPON came,

SUSAN GAUFF,

who, having been first duly sworn, testified as follows:

WITNESS: Hi, my name 1is Susan Gauff. I Tive
at 65 Honeysuckle Woods, in River Hills
Subdivision.

I have lived under Carolina Water Service here
for seven years. I constantly have billing
problems with the water service. Bills are highly
inconsistent and, in fact, two days ago I received
a bill in the amount of $178 for more than 14,000
gallons of usage in a home that two people reside
in, compared to average monthly usage of 4500

dollars; This happens fairly regularly with the

sic] *

service. At least once a year, I get a bill Tike

this that I don't understand. I always call; they
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always send someone to read the meter. They look
at the meter and they always tell me, "There's no
problem, there's no leaks, there's nothing wrong.
Pay the bill."

So, despite the fact that we have this huge
water cost, I don't feel that we are properly being
serviced by this company, nor are they readily
accessible to deal with these issues or make any
compromises. At one point, three years ago, I
received a bill for over $350. And after much
going back and forth, I wrote the company a letter
asking them and saying, "Hey, we don't agree on
this, but I'11 split the difference with you." And
even though paying half that bill is still more
than twice what I would normally pay, I paid half
the bill and they turned my water off.

So, needless to say, I'm not very happy with
the customer service, and I don't think they
deserve to have any increase in their rates until
these kinds of issues can be resolved. Thank you.

CHAIRMAN HAMILTON: If you would stay, Ms.
Gauff, if you would --

WITNESS: Yes.

CHAIRMAN HAMILTON: -- so we can see if we

have any questions.
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Do we have any questions of Ms. Gauff?
COMMISSIONER FLEMING: Yes, Mr. Chairman.
CHAIRMAN HAMILTON: Commissioner Fleming.
COMMISSIONER GAUFF: Yes.

EXAMINATION

BY COMMISSIONER FLEMING:

Q

Good evening, Ms. Gauff. I apologize for being late,
but I got Tost on my way. I was sent on a small winding
road, but I finally made it. But I wanted to find out,
when you've had these issues, have you called the Office
of Regulatory Staff, as well as complaining to the
company?
I have not. And just tonight as I was here earlier, I
learned that such a staff existed, and I've already been
offered some support to resolve the current issue that I
have here.
Thank you, because that's important.
Yes. Thank you, very much. And I'm sorry I did not
know about that earlier, but thank you for mentioning
it.

CHAIRMAN HAMILTON: Do we have any other

questions?
[No response]
Thank you, very much, Ms. Gauff. We

appreciate your testimony.
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WITNESS: Thank you.

[WHEREUPON, the witness was excused.]

MR. BUTLER: 1I'd like to call Mr. Bill Morris
to the stand, and Mr. Charles Wood will be on deck.

[Witness sworn]
THEREUPON came,
BILL MORRTIS,
who, having been first duly sworn, testified as follows:

WITNESS: Good evening, Commissioners.

CHAIRMAN HAMILTON: Good evening, sir.

WITNESS: My name is Bill Morris. I live at
16 Hummingbird Court, right here in River Hills.

We purchased our home in May of 2011 and moved
in permanently 1in July of 2012. Our first
encounter with Utilities was a bill for $189 in
July of 2011, when the house was empty. When I
questioned the bill, I was told that the house had
an irrigation system. That was not true. When I
asked if the house had prior water problems, I was
denied any information.

In September 2011, we received a call from our
security here at the gate, telling us we had water
shooting up in our front yard. We were not in the
state at the time, but I called a plumber and he

turned the water off at the meter, until we could
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address the problem. He repaired the water 1line
and we were okay until the next leak, which was
about -- the leak was about the same place on the
line as the first leak. It was on our side of the
meter, not too far of a distance from the meter.

When he was repairing the second leak, he
decided to check the pressure in three of our
outside faucets. And I was going around with him,
and the pressure was reading between 115 and 120
pounds. He said, "Gee, boy, that's too high." So
he installed a regulating valve right near the
meter, and ever since he did that, we haven't had
any leaks on our side of the meter. There have
been two leaks after that, on Utilities' side of
the meter, but they're right at the base of our
driveway. And what happened is that part of our
driveway was destroyed; and also, on the second
leak, they had to make a repair at the road, at the
base of our driveway.

But, in any event, the plumber did -- to go
back a second -- he set the pressure at 85 pounds
on our side of the meter, and 1ike I said, I
haven't had any problems since then. I believe
that -- it must've been -- it looks to me like --

and I'm not an expert, but common sense would say
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it probably had been a pressure problem. I asked
one of the Utilities workers one day when he was
out in the street if there was any such problem
with pressure, and he said, "Absolutely not. You
know, we have 90 pound pressure; we tested it up
the street." And I found that a Tittle difficult
to believe, when it was 115 to 120 at my house
before it was changed.

In summary, we have spent well over $2000 --

[3-minute alarm]

CHAIRMAN HAMILTON: Go ahead and finish.

WITNESS: I've just got another...

CHAIRMAN HAMILTON: Go ahead.

WITNESS: -- $2000 for water bills, while
l1iving in a house for 20 months. We have spent
approximately $800 in plumbing bills to repair the
leaks that were my responsibility.

I'm more than willing to pay for good service,
but I am only getting 1ip service from Utilities,
Inc. The service received from Utilities does not
warrant a rate increase, in my opinion.

Thank you for allowing me time to speak
tonight.

CHAIRMAN HAMILTON: Thank you, sir. If you'll

just wait. Do we have any questions of the
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witness?
COMMISSIONER HOWARD: Mr. Chairman.
CHAIRMAN HAMILTON: Commissioner Howard.

EXAMINATION
BY COMMISSIONER HOWARD:
Q Mr. Moore, do you get sewer service, too, from Carolina
Water? You said you didn't have any problem -- you said

you had some problems with the sewer, or the --
A Not the sewer, sir. Just incoming water.
Q Do you have sewer problems? Do you get sewer from
Carolina Water?
A Yes.
COMMISSIONER HOWARD: Okay, thank you.
CHAIRMAN HAMILTON: Any other questions?
[No response]

Mr. Moore, I'd advise you to talk with one of
the ORS representatives before you leave, if you
have time tonight.

WITNESS: Thank you.

CHAIRMAN HAMILTON: Thank you, very much, for
your testimony.

[WHEREUPON, the witness was excused.]

MR. BUTLER: 1I'd 1like to call Mr. Charles Wood
to testify, and Mr. Don Long will be on deck.

[Witness sworn]
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THEREUPON came,
CHARLES WOOD,
who, having been first duly sworn, testified as follows:

WITNESS: I am Charles Wood. I live at 3
Cedarwood Court here in the River Hills Plantation.

I am a 34-year resident of Lake Wylie and
Carolina Water Service, but I also am chairman of
the Lake Wylie Chamber of Commerce, with over 400
business members, and we are all concerned that
approving this 26 percent rate increase and the new
terms and conditions will drive new business, new
apartments, new single-family homes away from the
Lake Wylie area. We also are concerned that it
will affect the market value of the existing homes
in the Lake Wylie area, when potential buyers Tearn
how expensive our water and sewer is.

A reasonable rate increase would be perhaps
the cost of 1iving, especially after five very
difficult business years in the past. Less than
one mile away from where you're sitting, the
Attorney General, Roy Cooper, of the state of North
Carolina, is protesting Duke Energy's 7.2 percent
increase since it will, quote, "unfairly burden
customers." He would have a field day here,

listening to a 26 percent rate increase that would
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really, really -- quote -- "unfairly burden
customers."
Ladies and gentlemen, thank you very much for
being here.
CHAIRMAN HAMILTON: Just a second. Do we have
any questions of Mr. Woods?
[No response]
Commissioners?
[No response]
Mr. Woods, would you like for your statement
to be a part of the record?
WITNESS: Yes.
CHAIRMAN HAMILTON: If you would, give it to
the clerk, and we'll mark it as Exhibit No. 2.
[WHEREUPON, Hearing Exhibit No. 2 was
marked and received in evidence.]
[WHEREUPON, the witness was excused.]
MR. BUTLER: I'd 1like to call Mr. Don Long to
testify, please, and Mr. Ken Bozeman will be on
deck. Thank you.
[Witness sworn]
THEREUPON came,
DONALD G. LONG,
who, having been first duly sworn, testified as follows:

WITNESS: My name is Donald G. Long. I Tive
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at 14 Sunrise Point Court, in Lake Wylie, South
Carolina.

I'm here tonight because Carolina Water
Service is asking for a 25 percent increase in our
water and sewer rates, and that's not in any way
justified. Lake Wylie accounts for over 48 percent
of CWS's water business and over 30 percent of
their sewer business in South Carolina. We
represent 40 percent of their overall presence in
South Carolina.

I have several points which I hope you have
time to hear:

First, CWS apparently divides itself into
subdivisions, of which there are 50 listed in CWS
testimony. Lake Wylie is one of the 50. The
average CWS subdivision has 450 customers. The
Lake Wylie subdivision has over 8400 customers or
customer equivalents, making it 20 times the
average customer size and the largest of 50.

There are only eight of the 50, 16 percent,
that are Targer than the average; and 42, 84
percent, are smaller. Since we're not given any
financial statements at the subdivision Tevel, we
can't be sure, but it's a good bet that Lake Wylie

and a couple of the Targer subdivisions other than
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us are providing a good deal of subsidy to smaller,
less efficient systems, and CWS is making it up 1in
profit on the volume.

Second, Lake Wylie has by far the highest
water and sewer rates in and around York County,
including Charlotte/Mecklenburg, Gastonia, Clover,
Rock Hil1l, York, Fort Mill, and Tega Cay. Overall,
we, in Lake Wylie, pay 37 percent more for the
combination of water and sewer than the average of
the other eight; and with the proposed rates, we'll
pay 51 percent more. Fifty-one [51] percent more.
That is outrageous and unjustified.

The water rate disparity is even worse. We
pay 54 percent now more than the other systems
would see; and if the new rates are put in place,
this would go to 73 percent more for water. For
sewer, we currently pay only 23 percent more than
everybody else. We get a real bargain on that.

For an average user of 3750 gallons per month
per person, or 7500 per month per household, we
currently pay $380 per year more than the other
systems, and we will pay $560 more on an annual
basis. That kind of money would come in handy
right about this time of year.

I know that CWS and Utilities, Inc., don't
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really care, since Chicago is a long way from Lake
Wylie, but these ridiculous rates have a negative
impact on real estate values and on the Lake Wylie
economy in general, as well as making local retail
prices higher and businesses less profitable.

Third, because of the rate disparity and the
relative stability of the county's costs, the
county's share of the water and sewer revenue has
gone down from about 50 percent to near 40 percent.
How come a government agency can be so efficient
and a private company like CWS is so inefficient by
comparison to the government and to its private
peers?

Fourth, Utilities, Inc., in its blatant
marketing cover Tletter for the Notice of this
hearing, advertised all the wonderful capital
improvements on which they were spending millions
in South Carolina. Although the detail is
typically obscure, it appears that Lake --

[3-minute alarm]

-- Wylie, which 1is the largest component of
the system at over 40 percent, 1is getting somewhere
between 3 and 7 percent of the investment -- as was
the case at the time of the Tast hearing. And what

happened with at least half of the investment is

RIVER HILLS NIGHT HEARING/VOLUME 10F3
12/12/13
PuBLIC SERVICE COMMISSION OF SOUTH CAROLINA




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Docket No. 2013-275-WS CWS, INC./Rates, Charges, Terms and Conditions 30

not clear at all.

Fifth, the PSC should control the total
content of the hearing notices so that they aren't
associated with marketing efforts of CWS. It
doesn't help the PSC's reputation, in many cases.

Sixth, the financial data provided with the
hearing notice is unaudited. Lots of excuses are
provided, but the net of this situation is that the
financial data provided is somewhere between
suspect and useless, as is the 78-page financial
diatribe submitted by CWS to justify its requested
return on equity, because unaudited data is of
value only to the creator. It allows the creator
to create the answer, and then work backward to
justify it, and those who accept it are this man's
lawful prey.

Accountants will tell you that, for purposes
of meaningful analysis, it's worthless, yet this is
the basis on which our rates are supposedly being
justified.

Seventh, CWS claims the financial data for
each of their operating entities or subdivisions is
not available and can't reasonably be obtained. At
this point, if a company the size of Utilities,

Inc., can't readily produce a financial analysis of
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the value of the potted plant in the lobby, Tet
alone an operating subsidiary, it should consider
encouraging other employment for its Information
Technology Department, top to bottom.

Eighth, at the Tast rate-adjustment hearing, a
subtle billing error which had been in place for 31
months and which produced an overcharge to Lake
Wylie customers of about $108,000 was pointed out.
It was subsequently corrected, although not
acknowledged, but it's not clear whether
reimbursement was ever made.

Ninth, prior to the last hearing in 2011, York
County looked at the overall Lake Wylie system with
the idea or intent of considering acquiring it.

The conclusion was that the Lake Wylie system owned
by CWS had virtually no value, as it needed almost
as much maintenance and upgrading as could be
recouped through reasonable rates. And this was a
thorough analysis, and it wasn't done for fun. As
I interpret it, if CWS would walk away from the
system, the county indicated it would pick it up.
The system has been milked dry, and this rate
increase, along with skimpy capital investment, is
simply an attempt to get a 1ittle more milk before

the cow dies.
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In summary, Lake Wylie's already paying 40
percent more than anyone else in the area for water
and sewer service, and we are now being asked to
raise the ante to pay 50 percent more than anyone
else. The system has been poorly maintained, which
continually shows in a variety of system problems
and which has it approaching the end of 1its useful
1ife. The actual operational status is unknown.
The financial information provided is unaudited
and, because of that, is of very little value or
use for analyzing the operations and/or the need
for a rate increase.

Despite repeated presentations of this type at
previous hearings similar to this one, the PSC has
taken no meaningful action to improve the
situation. You were astute enough to turn down the
last rate-increase request, but that's still
somewhat in 1imbo and we continue to pay as if it
had been approved. At a minimum, we ask that you
deny this current rate-adjustment request summarily
and in its entirety. It 1is not justified by any
reasonable measure or standard. Thank you.

CHAIRMAN HAMILTON: Thank you. Do we have any
questions of Mr. Long?

COMMISSIONER FLEMING: Mr. Chairman?
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CHAIRMAN HAMILTON: Commissioner Fleming.
EXAMINATION

BY COMMISSIONER FLEMING:

Q

Could you go into a 1little bit more detail about the
study that York County did?
I don't have a copy of the study, so I'm not privy to
exactly what they've done.
Well, I'm just wanting to know -- could you talk about
just what the findings --
I know that they had their Engineering Department and
others -- and I don't know whether they hired an
independent consultant to take a look at it, or not,
very frankly, but they went into some of the things that
were mentioned earlier, that Rep. Norman mentioned about
the condition of the pipes, the condition of the pump
stations, the condition of the 1ift stations. Looked at
all those things and, of course, the previous processing
system and all that had been shut down by that time for
quite a while, and as you know, the county provides the
processing and the source of water to the system today.
But they did, as I understand it, a fairly thorough
analysis of the condition of all the components of the
system as it exists today -- that is, the components
that are in the ownership of CWS -- and that their

intent was to consider acquiring it. There may still be

RIVER HILLS NIGHT HEARING/VOLUME 10F3
12/12/13
PuBLIC SERVICE COMMISSION OF SOUTH CAROLINA




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Docket No. 2013-275-WS CWS, INC./Rates, Charges, Terms and Conditions 34

> o r o rr o r o

some conversations in that regard. I'm not privy to
that.

Oh, all right. I thought you said the condition was
such that it would --

Well, York County said that the condition was such that,
if CWS would walk away from the system, they'd take it.
Right, right.

In other words, they felt that they --

But they did not --

-- might be able to continue --

-- want to --

-- with the current --

-- purchase it.

-- rates and provide enough money to bring the system
back into a reasonably operable condition, which it's my
understanding they did not think it was at the time.

COMMISSIONER FLEMING: Okay. Thank you.

CHAIRMAN HAMILTON: Would you 1like your
statement to be a part of the testimony, Mr. Long?

WITNESS: Certainly.

CHAIRMAN HAMILTON: If you would, please give
it to Mr. Richardson. Thank you for your
testimony, sir.

WITNESS: Thank you.

[AppTause from audience]
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[WHEREUPON, Hearing Exhibit 3 was marked
and received in evidence.]

MR. TERRENI: Mr. Chairman.

CHAIRMAN HAMILTON: Yes, sir.

MR. TERRENI: I just have a question for the
Chair. Would you 1like us to follow past practice
and reserve objections or should they be made
contemporaneously?

CHAIRMAN HAMILTON: Yes, sir.

MR. TERRENI: Past practice?

CHAIRMAN HAMILTON: Go ahead, if you'd 1ike to
go ahead.

MR. TERRENI: I have no objection to what Mr.
Long said. I just wanted to know, for the rest of
the hearing, do you need me to make them
contemporaneously or should we do what we've done
on previous occasions?

CHAIRMAN HAMILTON: Just do as we've done in
the past, would be great.

MR. TERRENI: Thank you, sir.

CHAIRMAN HAMILTON: Yes, sir.

MR. BUTLER: Okay. We'd 1ike to call Ken
Bozeman to the stand, and Ms. Jackie Harrington
will be on deck.

And I might say, I noticed there were a few
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people who came in after we started, and I will say
once again: If you have not signed up to testify
tonight and you decide, during the course of the
hearing, that you want to be heard after all,
please proceed to the back door and sign up.
There's a staff member Tocated back there. The
staff member will notify us if you wish to testify.
The Commission will not hear from you unless you
have signed up to speak.

CHAIRMAN HAMILTON: The sign-in sheet is a
part of the record that aids ORS.

[Witness sworn]
THEREUPON came,
KEN BOZEMAN,
who, having been first duly sworn, testified as follows:

WITNESS: My name is Ken Bozeman. I own
Plantation Square Shopping Center just right down
the street, here, a 21-unit shopping center, very
small. A1l types of businesses in it.

Last October, we got the first bill and I
noticed a huge increase, and I started looking on
the bill and comparing it to the past, and found
out that they had started tripling single-family
equivalents on my bill. Now, everyone here pays a

single-family equivalent. They started multiplying
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these numbers on my accounts, which drives up my
water bill. In some cases, it made up 80 percent
of the bill, just for collection fee.

They're using DHEC form 61-67 to justify this.
DHEC does not authorize that to be used as a rate
chart; this is a permitting chart for new
construction of sewage plants. But this company
has taken this and decided they will use these
numbers to raise your water rates.

For example, they will charge 40 gallons a day
for a vending machine. A vending machine. Forty
[40] gallons a day for a drive-in restaurant. Now,
I don't know if they're washing the cars when they
go through there, but I don't think you can drink
40 gallons of tea in a restaurant.

This whole chart, it's ridiculous how they're
using it. So they can come in -- you just had a
case 1in Lexington, South Carolina, on another
utility where they went up from $800 a month to --
water collection -- to over $5,000. Now, I
understand they have compromised down to about
$1,500, but just in collection fees. Now, when
your water bill 1is about 60 percent to 80 percent
of a fee, something is bad wrong about this thing.

Now, it's going to impact every business out
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here -- especially restaurants, drive-through
restaurants, beauty parlors, anywhere that they
think they can get water that they can use this
chart. We're all going to pay for it. Everybody's
going to see their rate go up. They're wanting a
50 percent increase -- Tooks like to me, what I got
here -- on just SFEs in this area. So you're going
to start off with about a $40 charge before you
even buy the water.

So my whole complaint about this is that DHEC
form, and I want it to be Tooked into, to see how
they can justify this. Like I say, this is not
sanctioned by DHEC. This goes back to about 30
years ago.

I'd also just Tike to say I started this
process in October of a year ago, when I started
this. I sent a letter off to Office of Regulatory
Staff. They got back; I met with the Water
Department guy and two people from ORS. They were
very careful to explain to me why I should be glad
to pay this so the sewage wouldn't back up. We
couldn't come to resolve anything there. So then
we had a conference call, and they said, "Well,
since you're representing an LLC, you have to have

an attorney." There's only two reasons you have
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that: One is to discourage people from coming to
the PSC, and the other is the good ol' boy system
takes care of fellow attorneys in South Carolina.
So I hired an attorney. Then I was told that I was
advocating for my tenants and not for my own
company. And I told them, I said, "How can you not
advocate for your customers? Any good businessman
advocates for his customers."”

[3-minute alarm]

That's the way you stay in business. So they
wanted to throw it out based on that. So then the
last -- Tatest Tetter I got from them said that,
well, they've already heard my argument, and what
do I expect them to do? Well, I expect them to
listen -- that's what I expect them to do -- and
look into this situation with this SFEs that
they're using to justify these rates.

Now, a Tittle 100-seat restaurant -- which is
not real big -- can wind up with almost a $300-a-
month collection fee. And if they get their rate
increase here, it will be close to $500. I think
it's absolutely ridiculous that we have to put up
with that out here.

That is my testimony.

CHAIRMAN HAMILTON: Thank you, sir.
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Do we have any questions of the witness?
[No response]
Mr. Bozeman, I -- Commissioner Whitfield?

EXAMINATION

BY COMMISSIONER WHITFIELD:

Q

Mr. Bozeman, are you only a commercial customer? I know

you own, you said, Plantation Square.

Yes, commercial customer.

Are you also a residential commercial -- customer?

I moved here several years ago -- away from here several

years ago. I live at Isle of Palms, which supposedly

has the most expensive water in South Carolina, and it's

so much cheaper than this you wouldn't believe.
[Laughter from audience]

It is unbelievable. I took one of my bills down
there and had the fellow down there run it. I've got a
collection of water bills here [indicating]. Every one
they ran through there, what they would charge me in
Isle of Palms was about half of what they charge me
here. And we have the most expensive water in the
state.

Well, that's my only question. Do you want the Chairman
to enter that in as an exhibit to the case?
Well, I've got a whole file here that goes back. Now I

can give you some things here that I -- were -- my
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original complaint, I can give you a copy of that. And
I'1T be glad to mail it to you. I have been trying to
get this all to ORS. 1I've got a lawyer right now
involved 1in this thing, and I can't seem to get an
appointment with anybody down there. So we're kind of
fighting this bureaucracy; they're pushing me off and
delaying things, but we'll see what happens.
CHAIRMAN HAMILTON: Mr. Bozeman, ORS 1is here
tonight.
WITNESS: I know it.
CHAIRMAN HAMILTON: I expect you could get
that --
WITNESS: I'm going to talk to them.
MR. NELSON: Could I clarify this, Mr.
Chairman? I believe Mr. Bozeman has a Complaint
pending with the Public Service Commission, not
with us.
WITNESS: Yeah, I'11 be glad to talk to you.
I want to talk to somebody here. Believe me, I've
spent a year on this thing.
COMMISSIONER WHITFIELD: That's all I have,
Mr. Chairman.
CHAIRMAN HAMILTON: Thank you, very much.
Mr. Bozeman, thank you very much --

WITNESS: Thank you.
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CHAIRMAN HAMILTON: -- for your testimony,
sir.

[WHEREUPON, the witness was excused.]

MR. BUTLER: 1I'd like to call Jackie
Harrington to testify, and Ron Reed will be on
deck.

[Witness sworn]
THEREUPON came,
JACKIE HARRINGTON,
who, having been first duly sworn, testified as follows:

WITNESS: I don't have any statistics, none at
all. They've all done it. I just want to tell you
a personal opinion that I feel and that many of my
friends feel. When we buy something of value for
our homes, we put aside money for its obsolescence.
We feel that a company, private or public, should
do the same. You would think, if you were in
business, you would plan for obsolescence. It
seems to us that they have done nothing toward
that, all these years, and now all of a sudden they
keep coming back every year for another raise in
the water. They want us to pay for replacing some
things that they should have planned for. I think
they should sell it to us. That's all.

CHAIRMAN HAMILTON: Thank you, very much. Do
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we have any questions for Ms. Harrington?
MR. NELSON: Ms. Harrington, could you provide
an address for us, please?
COURT REPORTER: And your name, also, please?
WITNESS: I'm Jackie Harrington and I Tive at
627 Fairway Ridge, in Lake Wylie.
CHAIRMAN HAMILTON: Thank you, Ms. Harrington.
[WHEREUPON, the witness was excused.]
MR. BUTLER: 1I'd like to call Ron Reed to
testify, and Pete Addison will be on deck.
[Witness sworn]
THEREUPON came,
RON REED,
who, having been first duly sworn, testified as follows:
WITNESS: My name is Ron Reed. Address is 2
Weatherly Way, Lake Wylie.
I used to 1live in Abilene, Texas, and it's
Kind of |14 indiscernivie; OUt there. The bills here are
approximately three times what they were out there.
So, I'm against the increase. That's all I have to
say.
CHAIRMAN HAMILTON: Thank you, sir. I
appreciate your testimony.
[WHEREUPON, the witness was excused.]

MR. BUTLER: 1I'd like to call Pete Addison,
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please, to testify, and Lee Rowley will be on deck.
Lee Addison, please?
[Witness sworn]
THEREUPON came,
PETE ADDISON,
who, having been first duly sworn, testified as follows:

WITNESS: my name is Pete Addison. I moved
here about four years ago -- [indicating]. Excuse
me; this thing is going to kill me. We Tive at
1734 Mineral Springs Road, in The Landing.

We only have two people at our house. I'm
retired, on a fixed income. Just to give you an
idea, we take -- I take about an average of five
showers a week. My wife swims at the Y every day
during the week, so she takes showers then, so she
maybe does two showers a week. Due to the abundant
rain this year, we really have not watered the Tawn
very much. We've had the irrigation system off
most of the year.

We came from California four years ago. I
lived in the same house there for 40 years, and we
were serviced by Los Angeles Department of Water &
Power -- DWA, known to everybody. The house we
owned there is approximately the same size house we

have here. Our bills were never anywhere close to
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what they are here. Now, DWA has to get their
water from hundreds of miles away. They get
Colorado River water, they get water from the
desert, from all over the place, so it's got to be
expensive for them to do it. And if they can
provide service for a lot less money than this
little -- I won't say it -- this little company
that we're talking about now, there's something
wrong someplace.

Our last bill, which ran from 10/27 two 11/24,
was a total of $213.59. That represented about
6000 gallons, and I get two bills a day -- or, a
month, so and another 8000 gallons. That's an
awful lot of water for what we do in that house.

I have done the best I can. We have Tow-flow
toilets, four of them, in the house. We have the
newer frontload washer that was ENERGY STAR when we
bought it. We have a new tankless water heater,
which I was told would save us money on water and
gas. That's still out to be proven or not proven.
But I've done everything I can to try and keep the
water down, and it just keeps getting worse and
worse all the time.

If this goes through, that $213 is going to be

over $250. That's a lot of money, especially for
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retired people and you've got a lot of retired
people around here. I hope that somebody can do
something with this water company. They seem to be
out of control. I thank you for your time.

CHAIRMAN HAMILTON: Do we have any questions
of Mr. Addison?

[No response]
Thank you for your testimony, Mr. Addison.
[WHEREUPON, the witness was excused.]
MR. BUTLER: 1I'd 1like to call Lee Rowley to
testify, and Peggy Upchurch will be on deck.
[Witness sworn]
THEREUPON came,
LEE ROWLEY,
who, having been first duly sworn, testified as follows:

WITNESS: Lee Rowley. 96 Heritage Drive, here
in River Hills.

I appreciate you folks coming out tonight and
giving us a chance to speak our piece. I know you
guys aren't probably privy to our newspaper, our
Pilot that covers the area. My wife had a letter
to the editor this Tast week, and she wasn't able
to be here tonight, so I wanted to read this to you
verbatim.

"I have several questions regarding the
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Carolina Water rate increase that I have not seen
asked, let alone addressed. First, my money market
account is earning .15 percent interest and has
been under 1 percent for several years. Most of my
stock dividends are 3 to 4 percent, or less, per
year. What is the 'reasonable rate of return' that
Carolina Water Company expects?

"Second, how long will it take Carolina Water
Service to recoup their investment at the rate they
are requesting? When the investment has been
recouped, do they plan to drop their rates back to
current levels? Of course not. So do we continue
to pay for their investment over and over again,
even after it has been recouped?

"Third, how much of the increase is going to
go to the investment recoupment and how much would
actually be wasted through nonessentials? When I
visit other areas in South Carolina, Georgia, and

Alabama, I ask my hosts," usually relatives, "what
their monthly water bill is. Their answers are
always much lower than mine, and my household is
very conservative with water usage.

"The utility commission should examine the

efficiency of Carolina Water's operation.

"I very much agree with Don Long in requiring
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that they make the complete audit public to help 1in
determining what a reasonable increase should be."
And that's by Barbara Rowley, 96 Heritage
Drive, here in Lake Wylie. Thank you.
CHAIRMAN HAMILTON: Thank you. Would you Tike
to leave the article as part of the record?
WITNESS: I would.
CHAIRMAN HAMILTON: Give that to Mr.
Richardson, and we'll mark that as Exhibit No. 4.
[WHEREUPON, Hearing Exhibit No. 4 was
marked and received in evidence.]
CHAIRMAN HAMILTON: Thank you, for your
testimony, sir.
WITNESS: Thank you.
[WHEREUPON, the witness was excused.]
MR. BUTLER: 1I'd 1like to call Peggy Upchurch,
and Robert Lloyd will be on deck.
[Witness sworn]
THEREUPON came,
PEGGY UPCHURCH,
who, having been first duly sworn, testified as follows:
WITNESS: Peggy Upchurch. 14 Sunset Point
Court.
No testimony, other than the fact to take the

time to thank you. With seven Commissioners, plus
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seven staff members, that's a total of 14. With an
average from Columbia, driving up and back, that's
five hours of round-trip, which makes it about 70
hours. You've spent probably two hours here
tonight listening to us, and preparing, so that's
another 30 hours, so roughly 100 hours you guys
have spent in manpower to come up here and listen
to us give maybe 10 people's testimony for three
minutes each -- 1is 30 minutes' testimony, total?

We want to appreciate y'all doing that. But,
sincerely, I'm asking that you take half that time
that you've spent traveling up and back to
understand how Lake Wylie is different from the
other systems, the other 70 systems in the Public
Service Commission -- I mean, not the Public
Service Commission, but Carolina Water Service
Commission. Just in half that time, you'll
understand what we're trying to tell you. Thank
you.

CHAIRMAN HAMILTON: Thank you for your
testimony, Ms. Upchurch.

[Applause from audience]
[WHEREUPON, the witness was excused.]
MR. BUTLER: 1I'd 1like to call Robert Lloyd,

please? Robert Lloyd. And Mr. John G-a-u-c-i will
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be on deck.

[Witness sworn]

THEREUPON came,

R. MICHAEL LLOYD,

who, having been first duly sworn, testified as follows:

WITNESS: My name is Robert Michael Lloyd. I
go by Mike, so that's why I mention that. I Tive
at 22 Fairway Ridge Road, here in Lake Wylie.
That's in River Hills.

I wanted to start off with one example, one
incident we had back on January 24, 2012. We had a
leak in a cul-de-sac back here in River Hills that
affected about five homes in the cul-de-sac.
Carolina Water Service came over, tried to shut the
valve off in that area, and it was so old and so
frozen it could not be shut off. Carolina Water
also found that they really didn't have good maps
of the whole area showing the location of all the
shutoff valves, and they ended up going so far
upstream in order to shut off the valve that
controlled this area, they shut off water to over
500 homes. This was shut off then. It interrupted
service and there were boil-water advisories, all
because they don't maintain the infrastructure;

they couldn't shut that valve and isolate this to
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five homes. It ended up affecting half of the
community back here, 500 homes.

As you've already heard tonight, I've heard
from several friends that I have met that, in
previous Commission hearings and then leading up to
this one, that didn't come tonight but they've also
reported this situation where Carolina Water, with
commercial businesses, has bullied the companies
into providing irrigation service to them, and has
refused to provide water service without going in
tandem with the irrigation system. And some of
these are companies that already had a private
well. I don't have them; that's not direct
testimony from me, but I would encourage you to
stop this and make it clear that Carolina Water
should not bully its customers that way.

In paragraph 12 of the Carolina Water
Application, they outline the needs for their 25
percent water rate increase. They used similar
wording in 2011 when they said they needed an 80
percent increase then. They didn't get it. You
gave them nothing. And under bond, they've
instituted a 9 percent increase. But now they're
asking for 25 percent.

If their records show they had to have 80
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percent two years ago and now they can get by with
25, there's something wrong with that math. I'm
not a mathematician -- well, actually, I kind of
am, but it just doesn't add up. If their numbers
were so suspect two years ago, I have no reason to
believe them today.

Comparing the water rates in South Carolina,
you've heard a lot about some direct numbers. I
saw something on your all's webpage that Tisted the
29 contract rates for all these utilities that I
guess aren't government bodies, and there were 29
rates listed in there. Out of the 29 rates,
Utilities, Inc., had its subsidiaries at number
one, two, three, and six of all the rates that are
in there -- the highest rates in the state.

[3-minute alarm]

Number six is Carolina Water. If you grant
this increase, they will jump up to number four,
giving Utilities, Inc., the top four rates in the
state. And in our area here -- remember, they
don't provide the sewer; they don't provide water;
they just provide the distribution -- our effective
rate, when you add on the pass-through they add in,
is over $6.00 per 1000 gallons, and that would

effectively knock us up to number two on a system
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they provide very little service on.

I request you stop this insanity. They claim
they're not making money on our system; they need
these large rate increases. We've been asking for
years to be given to York County. York County has
done some studies. They say there's a lot of
problems with these old terra-cotta pipes and the
infrastructure's so poor. CWS is not investing 1in
it at all. They're doing the patch, patch, patch
that I talked about two years ago, and now they're
putting patches on patches.

I think it would be great if York County was
still willing to take it for almost nothing, or
maybe a nominal number of 1ike $1 million, not the
$20 million Carolina Water wants -- because we had
to give this system to them years ago. They got it
from us for free, just 1like all the big
developments, and there's no reason that they
shouldn't be able to have to give it up for almost
free. So I would really implore Carolina Water to
let us go.

None of those big projects they talked about
in their rate increase were done in our area -- and
believe me, we need some done in our area. Our

pipes are leaking badly, and we need them to get in
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there. Every other utility in here -- Duke Power
has replaced 80 percent of their trunk Tines 1in
here in the Tast six years. 1In the last two
months, they've taken trees down over the
transmission 1line. The phone company 1is doing a
better job. Every utility here is doing a better
job, other than Carolina Water, and they are
continuing to milk our system.

I also -- several people that I talked to that
had complaints weren't able to bring them forward
to you, because, in the negotiations with Carolina
Water, they had to sign nondisclosure agreements.
And I think that's wrong. I think a public body
ought to be able to hear what the complaints are,
so I can hear what other people -- what problems
they're having, and I would Tike to know because
some of us have those too.

So with that, I thank you very much, and
encourage you to turn down this rate increase 1in
its entirety.

CHAIRMAN HAMILTON: Do we have any questions
of Mr. Lloyd?

[No response]
If not, would you Tike for your presentation

to be --
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WITNESS: I think I saw -- yes?
COMMISSIONER FLEMING: Mr. Chairman.
CHAIRMAN HAMILTON: Commissioner Fleming.
EXAMINATION
BY COMMISSIONER FLEMING:
Q Could you tell us again the date of when the five homes
had the problem?
A January 24, 2012.
CHAIRMAN HAMILTON: If you would Tike, that
will be Exhibit -- No. 57
MR. BUTLER: No. 5.
CHAIRMAN HAMILTON: -- No. 5. Thank you, sir,
for your testimony.
WITNESS: Thank you.
[WHEREUPON, Hearing Exhibit No. 5 was
marked and received in evidence.]
[WHEREUPON, the witness was excused.]
MR. BUTLER: 1I'd 1like to call Mr. John G-a-u-
c-i to testify, and Mr. Robert Hundley will be on
deck.
MR. GAUCI: That's Gauci g, chee -
MR. BUTLER: Thank you, sir.

[Witness sworn]
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THEREUPON came,
JOHN GAUCTI,
who, having been first duly sworn, testified as follows:
WITNESS: John Gauci. 2 Blackberry Lane, Lake
Wylie.
Four and a half years ago, we moved here -- I
retired -- my wife and myself, and we love it here
in Lake Wylie. We also love where we moved from:

Northport, Long Island. But as you all know, it's
expensive to retire in New York. We had four
people 1iving in Northport in my home. My water
bill, we paid every three months. The average cost
was $45 every three months. I watered my Tawn
constantly, had the sprinklers going.

I moved here. One thing the real estate agent
didn't tell me was the cost of water. If I knew
that, I probably would not be standing here
tonight, and that's the truth. When you're Tooking
for a home, you look at taxes: great, wonderful
here. You Took at gasoline prices: terrific. You
look at heating, electric. You don't think of
water, especially when you were paying $15 a month.
And I know it's apples and oranges, two different

states, but that's an awful big difference.

Why? Why? How can you go from $100-something
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-- or, go from $15 a month to over $100? I had the
house here while I still owned the house in
Northport, and we weren't Tiving here full-time.
The toilet ran for about six hours before I
discovered it: $250 water bill. Why? It doesn't
make sense.

I put an outside meter, so I could try to
water what 1ittle lawn I have. It's mostly all
woods. That helped somewhat, but not a great deal.
Still $100 or more. My daughter 1lives right here
near us, in Lake Wylie. She has triplet children.
Do you know how much clothes washing she does? Do
you know how much water --

[3-minute alarm]

-- she uses? She's not here today, I'm sorry
to say. She would be able to tell you. And that's
about it.

CHAIRMAN HAMILTON: Thank you, Mr. Gauchi.

Do we have any questions of the witness?

[No response]
Thank you for your testimony, sir.
[WHEREUPON, the witness was excused.]

MR. BUTLER: 1I'd 1ike to call Mr. Robert

Hundley to testify, and Mr. James Cothran will be

on deck.
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[Witness sworn]
THEREUPON came,
ROBERT F. HUNDLEY,
who, having been first duly sworn, testified as follows:

WITNESS: My name is Robert F. Hundley. Call
me Bob. I live at 316 Ridge Reserve Drive, 1in
Heron Cove, just across the street.

I retired in July and moved to this Tocation
after my retirement. I'd 1like to say the Tlast
eight years I've lived in four different states --
Pennsylvania, Iowa, Ohio, South Carolina -- and the
water and sewer rates are extremely high, compared
to any of the other Tocations that we've 1lived in.
In fact, this 1is the only place where my water bill
exceeds my electric and gas combined, every month,
no matter what we use, even in the peak summer with
air-conditioning.

The reason we relocated here, my son 1lives
here in Windswept Cove, off Allison Creek. It's
about 10 miles from here. He's on a different
water system, and he uses a Tot of water and his
bill is a fraction of what ours is.

As just as a point, because some other people
pointed out some defects they found. we have a

relatively new house that was built in mid-2008,
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but when we moved in we found out that the backflow
prevention device was installed incorrectly, you
know, so it means that somehow the inspection from
the water company didn't catch it. So I had to fix
that upon moving in. It cost me $650.

But I didn't look at the actual increase of
the 25 percent, but what I looked at -- and, you
know, to go into this -- but first of all, I looked
at the reason for the increase: It's necessary to
earn a reasonable rate of return on investment.

Well, that makes sense. 1I've been in
manufacturing and budgets for years, and every year
our goal was to keep our costs the same or Tlower,
while improving service. I guess public utilities
don't do that all the time, but my financial
advisors -- T. Rowe Price and Charles Schwab --
told me if I could get 3 or 4 percent a year
return, you're doing really good. But the current
return on combined operations, based on the
information that was posted for this, the net
income was 5.78 percent. With the rate increase,
if they don't spend that money, that would give
them 14.1 percent return on investment, while most
of -- well, me and a 1ot of other people who are

retired and on fixed income think 3 or 4 is pretty
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good. That's 144 percent increase in return on
investment. That's pretty darn good.

When you look at the return on investment,
again based on the numbers posted to the website,
water for Utilities, Inc., is -8 percent. With the
increase, they would go to a return on investment
of 9.1, or a 213 percent increase. That's on net
income.

Sewer is positive right now for them; it's
12.3 percent in net income. With the increase, it
would go to 15.8 percent, or 28.46 percent increase
in net income. Now, that's assuming they don't do
anything but just collect their money. But I also
was unable to find any detailed plans on how the
increase would be used, no --

[3-minute alarm]

-- projection of rates in the future, or no
plans on how to become more efficient so rates
could be Towered instead of raised. And as one
other person said, I am concerned about the impact
on home values due to the water rates. I think
it's outrageous, and I think it should be denied.
And, further, I think rates should be reduced.
Thank you.

CHAIRMAN HAMILTON: Thank you, Mr. Hundley.
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Do we have any questions of the witness? If
not --
COMMISSIONER WHITFIELD: Mr. Chairman?
CHAIRMAN HAMILTON: Commissioner Whitfield.
EXAMINATION

BY COMMISSIONER WHITFIELD:

Q Mr. Hundley, I got that you said your water exceeds your
electric and power bill. Could you share with us the
amounts of your water bills?

A I believe, average since we've been here -- from a Tow
of $100 to $220 -- they've averaged about $150-$160.
And it's just me and my wife.

Q A range of $100 to $220, is that what you're saying?

A Yes, and an average of $150, according to the graph I
just got.

COMMISSIONER WHITFIELD: Thank you.
That's all I've got, Mr. Chairman.
CHAIRMAN HAMILTON: Thank you, very much.
[WHEREUPON, the witness was excused.]
MR. BUTLER: 1I'd 1ike to call Mr. James
Cothran to testify, please, and Mr. Perry Johnston
will be on deck.

[Witness sworn]
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THEREUPON came,
JAMES COTHRAN,
who, having been first duly sworn, testified as follows:

WITNESS: My name is James Cothran. I Tive at
42 Honeysuckle Court, right here in River Hills.

Moved here in October of last year, 2012.
Family of four. I heard earlier speaking in
reference to the average family usage was 7500
gallons a month? We use less than 6000. Everybody
in my family knows the meaning of, "If it's yellow,
let it mellow."

[Laughter]

Average daily usage of 187 gallons, with four
people. You take a shower, do some laundry, you
wash your dishes, that's not a bad usage. My
average bill is $93 a month. I've lived -- grew up
in Columbia, South Carolina; I've have lived 1in
Pacific Grove, California; Irving, Texas;
Greenville, South Carolina; and back to Columbia
and here again. I've never had bills this high.
Not half this high.

On the bright side, $93 a month -- compared to
some of your all's stories -- I feel Tike I'm
getting a bargain.

[Laughter]

RIVER HILLS NIGHT HEARING/VOLUME 10F3
12/12/13
PuBLIC SERVICE COMMISSION OF SOUTH CAROLINA




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Docket No. 2013-275-WS CWS, INC./Rates, Charges, Terms and Conditions 63

So I appreciate y'all enlightening me a Tittle
bit, and I -- you know, once again, I'm starting to
feel a 1ittle bit blessed with just $93 a month.
But it's still corporate thievery. There should
not be any rate increase. There should be a rate
reduction.

And you folks in the Public Service
Commission, I hope you're hearing what all these
people are saying, and I hope you won't repeat what
you did to the people in Tega Cay. You know, those
people were right to be upset about the rate
increase down there, and apparently y'all didn't
listen to them, and went ahead and granted it, you
know. These folk around here, they're not telling
you stories, you know. They're watching their
water bills and they're doing everything they can
to keep them down, and it doesn't matter. So you
people at the Public Service Commission, y'all are
our only hope to get this under control. And I
appreciate your taking the time to come down here,
and I appreciate you listening to us. Thank all
y'all for coming.

CHAIRMAN HAMILTON: Thank you for your
testimony, Mr. Cothran.

[AppTause from audience]
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[WHEREUPON, the witness was excused.]
MR. BUTLER: I'd Tike to call Mr. Perry
Johnston to testify, please.
[Witness sworn]
THEREUPON came,
PERRY JOHNSTON,
who, having been first duly sworn, testified as follows:

WITNESS: Good evening. My name is Perry
Johnston, and I Tive at 5001 Lake Mist Drive, here
in the Lake Wylie area.

I really didn't plan on speaking, but when Mr.
Long talked, he said a few things, and I said,
"Well, I probably need to help out on that a Tittle
bit," and Commissioner Fleming asked a question
about the York County involvement, and that's why I
wanted to speak at this point.

I'm a former York County Councilman
representing this district, and we have been
fighting this battle -- that was about seven years
ago, was my last term, and we've been fighting this
battle for a while, obviously. And it's not
getting better. It is getting worse. I forget who
the gentleman was that talked about the cow and
let's get all the milk out of the cow before it

dies. That cow 1is just about dead. And the
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reality is that, when Mr. Long talked about a study
made and a reasonable offer made, there was a
reasonable offer. It wasn't just, "Give us the

system and we'll take it over," at that point in
time. At that point in time, it was -- and don't
hold me to these numbers -- roughly about a $5
million offer. The counter on it was $19-$20
million. Just didn't make sense. Just didn't make
sense, with the amount of infrastructure
replacement that had to be done.

If you would give me instructions on how I
could get that information to the Commission, I
would be more than happy to, if it's available from
York County, to get that for you, or you could
contact York County directly. Either one, I'm
willing to help.

CHAIRMAN HAMILTON: Ms. Wheat will be happy to
give you the Commission address.

WITNESS: I just wanted to -- again, I
apologize for not being more prepared. I wasn't
planning on talking, but I did want to make this a
point of public record for this meeting tonight.

CHAIRMAN HAMILTON: Thank you, very much, Mr.

Johnston. We can set up a late-filed exhibit for

that, and it's Exhibit No. 6, if you're able to
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secure it.

WITNESS: Okay.

CHAIRMAN HAMILTON: I see some nodding that
the county delegation will be willing to help you.

WITNESS: You think they will?

CHAIRMAN HAMILTON: Yes, sir, I believe he
just said so.

WITNESS: I think so, too.

[Laughter]

Thank you, very much, for your time.

CHAIRMAN HAMILTON: Thank you, sir.
Appreciate it.

[WHEREUPON, the witness was excused.]

MR. BUTLER: Mr. Chairman, that does complete
this 1ist of witnesses to appear before the
Commission at this time.

CHAIRMAN HAMILTON: We thank you very much for
attending tonight. We thank you for your excellent
attitude and appearing before us, and if any of you
desire to meet with us again, we'll be having the
merits hearing on, I believe, January 14th at 10
a.m., at the Commission's offices.

Thank you, very much, and we stand adjourned.

[WHEREUPON, at 7:20 p.m., the hearing 1in

the above-entitled matter was adjourned.]
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[WHEREUPON, pursuant to immediately post-
hearing instruction of the Chair, Hearing
Exhibit 7 was marked and received in
evidence. ]

[WHEREUPON, Late-Filed Hearing Exhibit 6
shall be marked and received in evidence

upon receipt of same: 2/5/14]
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CERTIFICATE

I, Jo ETizabeth M. Wheat, CVR-CM-GNSC, Notary
Public in and for the State of South Carolina, do hereby
certify that the foregoing is, to the best of my skill and
ability, a true and correct transcript of all the proceedings
had and testimony adduced in a public evening hearing held in
the above-captioned matter before the Public Service
Commission of South Carolina;

IN WITNESS WHEREOF, I have hereunto set my hand on

this the 14th day of March , 2014.

th M. Wheat ¢¥ CVR-CM/M-GNSC
Hearings Reporter, PSC/SC
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All lake users paying price for poor service

July 29, 2013
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Lake Wylie users and Tega Cay residents suffer from the multiple sewages spills into Lake Wylie from
Utilities Inc./Tega Cay Water Service's wastewater operations in Tega Cay.

These spills through the years (including over 250,000 gallons this year) have caused health and safety
concerns we are powerless to address.

We also are concerned about the next rate increase that inevitably will result from the U/TCWS work under
way. Why should we have to pay for expenses the utility is incurring NOW because U/TCWS PREVIOUSLY
neglected critical maintenance and investment?

The best solution is for TCWS to shut down and remove its wastewater treatment plants (at its own expense
— not charging us for it). U/TCWS should connect the sewage lines to the Tega Cay Utility Department such
that the wastewater would be treated in the Rock Hill Treatment Plant. Closing these treatment plants would
have eliminated over 90 percent of the sewage spilled in 2011, 2012 and 2013 in Tega Cay — of the
approximately 266,000 gallons spilled in those three years, roughly 253,000 gallons spilled from the
treatment plans that should be closed and removed. (Overflow data source: Richard J. Durham, U/TCWS
Regional Vice President of Operations, Docket 2013-168-WS, Exhibit RJD-1, SSO Log, 06/18/13.)

Besides drastically reducing Tega Cay sewage spills, this would eliminate significant U/TCWS wastewater
plant maintenance expenses and Tega Cay residents would pay our wastewater rates to TCUD. We have
confirmed the Rock Hill plant could manage our sewage, and they and others support a unified system
because a larger plant is more efficient, easier to regulate, and held to a higher standard than smaller
plants.

Last, we are a small city and do not need three poorly maintained and extremely costly wastewater
treatment plants operated by an unreliable service provider.

Concerned citizens should email their support for a unified system for sewage in York County to regulators
and politicians.

LINDA STEVENSON, Tega Cay Water Citizen Advisory Council

FacebookTwitterGoogle PlusRedditE-mailPrint

Join The Conversation

The Lake Wylie Pilot is pleased to provide this opportunity to share information, experiences and
observations about what's in the news. Some of the comments may be reprinted elsewhere in the site or in
the newspaper. We encourage lively, open debate on the issues of the day, and ask that you refrain from
profanity, hate speech, personal comments and remarks that are off point. Thank you for taking the time to

offer your thoughts.
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CLOVER SCHOOL DISTRICT
Each Child, Each Day... Excellence Marc J. SOSne, Superintendent

Statement from Clover School District

December 12, 2013

As one of Carolina Water Service’s largest customers, the Clover School District has not been immune to
the poor customer service or quality of service experienced by many homeowners in our community. To
highlight one example in which the school district has had a negative encounter with CWS, | will briefly
reflect on the opening Oakridge Middle School in 2008. As a pawn in its chess match, CWS purposefully
stalled the opening of water lines that would eventually service the school. CWS demanded the district
close a well that was on the campus and used solely for construction needs. We believe CWS did not
have the authority to dictate such action and strong-armed the district into closing the well at the time.

Over the past 12 months, the district has paid $70,118 for water, sewage, and irrigation to service at
Crowders Creek Elementary School and Oakridge Middle School. If, as reported, the CWS requested
increase that could be as much as 30% is approved, it has the potential to cost the school district an
additional $22,000 annually — which is approximately equivalent to a teacher assistant position in the
district. A proposed elementary school scheduled to open in August 2016 on Oakridge Road would
increase the district’s financial obligation to CWS.

As it has been said by many here tonight, the Clover School District believes this rate increase is not
justified.

Dr. Marc Sosne
Superintendent

604 Bethel Street Clover, S.C. 29710 | Phone: 803-810-8000 | Fax: 803-222-8090 | www.clover.ki2.sc.us











PSC HEARING / DECEMBER 12, 2013

I AM CHARLES WOOD A 34 YEAR RESIDENT OF LAKE WYLIE AND ALSO THE CHAIRMAN

OF THE LAKE WYLIE CHAMBER OF COMMERCE WITH OVER 400 BUSINESS MEMBERS.

1,974
WE ARE CONCERNED THAT APPROVING THIS 26% RATE INCREASE WI;F‘D/ NEW TERMS

CONDITIONS WILL DRIVE NEW BUSINES§AE) NEW APARTMENT &)HOUSING AWAY
FROM OUR AREA. WE ALSO ARE CONCERNED THAT IT WILL EFFECT THE MARKET
PRICES OF EXISTING HOMES IN THE LAKE WYLIE AREA WHEN POTENTIAL BUYERS

LEARN HOW EXPENSIVE THE WATER AND SEWER IS.

A RESONABLE RATE INCREASE WOOULD BE THE 'COST OF LIVING INCREASE

ESPECIALLY AFTER THE LAST FIVE YEARS BUSINESS CLIMATE!

LESS THAN 1 MILE FROM THIS SIGHT, ATTORNEY GENERAL ROY COOPER OF NORTH
CAROLINA IS PROTESTING DUKE ENERGY'S 7.2% RATE INCREASE SINCE IT WILL
“UNFAIRLY BURDEN CONSUMERS”. HE WOULD HAVE A FIELD DAY WITH THIS 26%

‘,)Dl) pb ] 114
INCREASE THAT/REALLY, REALLY W&2¥HsB UNFAIRLY BURDEN CONSUMERS.

THANK YOU FOR YOUR ATTENTION.

R LA VYR

2
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Members of the Public Service Commission:

I’'m here tonight because Carolina Water Service is asking for a 25% increase in our water and sewer rates
and that’s not in any way justified.

Lake Wylie accounts for over 48% of CWS's water business and over 30% of their sewer business in South
Carolina. We represent 40% of their overall presence in South Carolina. | have several points which | hope
you have the time to hear:

First, CWS apparently divides itself into “subdivisions”, of which there are 50 listed in CWS testimony. Lake
Wylie is one of the 50. The average CWS subdivision has 450 customers. The Lake Wylie subdivision has over
8,400 customers or customer equivalents, making it 20 times the average in customer size and the largest of
the 50. There are only 8 of the 50 (16%) that are larger than the average of 450 while 42 (84%) are smaller.
Since we’re not given any financial statements at the subdivision level, we can’t be sure, but it’s a good bet
that Lake Wylie and a couple of other large systems are providing a good deal of subsidy to smaller, less
efficient systems, and CWS is making it up in profit on the volume.

Second, Lake Wylie has, by far, the highest water and sewer rates in and around York County including
Charlotte / Mecklenburg, Gastonia, Clover, Rock Hill, York, Fort Mill, and Tega Cay. Overall, we in Lake Wylie
pay 37% more for the combination of water and sewer than the average of the other eight. With the
proposed rates, we will pay 51% more. Fifty-one percent more 111 That’s outrageous and unjustified.

The water rate disparity is even worse. We already pay 54% more than the other systems and would see
this go to 73% more. For sewer, we currently pay 23% more and will pay 36% more.

For an average user of 3,750 gallons per month per person or 7,500 gallons per month per household, we
currently pay $380 per year more than the others and will pay $560 more annually. | know that CWS and
Utilities, Inc. don’t really care since Chicago is a long way from Lake Wylie, but these ridiculous rates have a
negative impact on real estate values and on the Lake Wylie economy in general as well as making local
retail prices higher, and businesses less profitable.

Third, because of the rate disparity, and the relative stability of the County’s costs, the county’s share of the
water and sewer revenue has gone down from about 50% to near 40%. How come a government agency can
be so efficient and a private company like CWS is so inefficient by comparison to government and to its
private peers?

Fourth, Utilities, Inc. in its blatant marketing cover letter on the Notice of this hearing, advertised all the
wonderful capital improvements on which they were spending millions in South Carolina. Although the
detail is typically obscure, it appears that Lake Wylie (the largest component of the system at over 40%) is
getting somewhere between 3 and 7 percent of the investment, as was the case at the time of the last
hearing. And what happened with at least half the investment is not clear at all.

Fifth, the PSC should control the total content of the hearing notices so that they aren’t associated with the
marketing efforts of CWS. Doesn’t help the PSC’s reputation in many cases.

EXHIBIT
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Sixth, the financial data provided with the Hearing Notice is unaudited. Lots of excuses are provided, but the
net of this situation is that the financial data provided is somewhere between suspect and useless, as is the
78 page financial diatribe submitted by CWS to justify its requested return on equity, because unaudited
data is of value only to the creator. It does allow the creator to create the answer and then work backward
to justify it, and those who accept it are this man’s lawful prey. Accountants will tell you that, for purpose of
meaningful analysis, it’s worthless, yet this is the basis on which our rates are supposedly being justified.

Seventh, CWS claims that financial data for each of their operating entities or subdivisions is not available
and can’t reasonably be obtained. At this point, if a company the size of Utilities, Inc. can’t readily produce a
financial analysis of the value of the potted plant in the lobby, let alone an operating subsidiary, it should
consider encouraging other employment for its information technology department, top to bottom.

Eighth, at the last rate adjustment hearing, a subtle billing error which had been in place for 31 months, and
which produced an overcharge to Lake Wylie customers of about $108,000 was pointed out. It was

subsequently corrected, although not acknowledged, but it’s not clear whether reimbursement was ever
made.

Ninth, prior to the last hearing in 2011, York County looked at the overall Lake Wylie system with the intent
of considering acquiring it. The conclusion was that the Lake Wylie system owned by CWS had virtually no
value, as it needed almost as much maintenance and upgrading as could be recouped through reasonable
rates. As | interpret it, if CWS would walk away from the system, the County indicated it would pick it up.
The system has been milked dry, and this rate increase along with skimpy capital investment is simply an
attempt to get a little more milk before the cow dies.

In summary, Lake Wylie is already paying 40% more than anyone else in the area for water and sewer
service and we are now being asked to raise the ante to paying 50% more than anyone else. The system has
been poorly maintained which continually shows in a variety of system problems, and which has it
approaching the end of its useful life. The actual operational status is unknown.

The financial information provided is unaudited and, because of that, is of very little value or use for
analyzing the operations and/or the need for a rate increase.

Despite repeated presentations of this type at previous hearings similar to this one, the PSC has taken no
meaningful action to improve the situation. You were astute enough to turn down the last rate increase
request, but that'’s still somewhat in limbo, and we continue to pay as if it had been approved.

At a minimum, we ask that you deny the current rate adjustment request summarily and in its entirety. It is
not justified by any reasonable measure or standard.

Thank you for your attention and consideration.
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soundtrack of the season in the U.S. and other
mostly Christian nations. For some reason,
however, the season'now seems to include an
annual Christmas carol controversy. Typically
it’s about an objection by a parent or student
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PUBLIC SERVICE COMMISSION OF SC -
NIGHT HEARING IN LAKE WYLIE
TO REVIEW CWS RATE INCREASE
PROPOSAL
12/12/2013

Mike Lloyd
Utility Co-Director
River Hills Home Owner’s Assoc.
Concerned Citizen
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INCIDENT IN RIVER HILLS 1/24/2012

Had a leak in one cul-du-sac containing 5 homes

CWS found one shut off valve nearby, but it was so old it could not be
turned.

CWS rep reported they had no maps of River Hills showing all valve
positions.

They had to go so far upstream to a valve they knew, that they shut off
water to 500 homes.

There were boil water advisories for many, which disrupted most of the
community for days, all because CWS hadn’t proactively tested valves
and replaced defective ones

CWS rep admitted that there should be more valves and better maps.
CWS has been responsible for this neighborhood for many years






CWS Intimidates Customers

| have had several individuals owning businesses inform
me that CWS has refused to provide water service to
them unless the business signs and agreement with
them to provide irrigation services also, even when the
owner already had an approved well for irrigation.

« CWS should be instructed to cease and desist from
these bullying tactics.






COMMENTS ON PROPOSED RATE
INCREASE

In paragraph 12 of the CWS application, they outline the needs for
the 25% rate increase for water, etc.

They used similar wording in 2011, except they insisted they
must receive an 80% increase.

The PSC initially granted no increase, but CWS did institute a 9%
increase, under bond, while their appeal was to be heard.

2 years later, they are “ONLY” asking for 25%. How can that
be??

If they absolutely needed 80% 2 years ago and only got 9%, then
they must need 71% this year. What gives? 9% and 25% only add
up to 34%, but they insisted previously that they had to have 80%.

If their 2011 numbers were not valid after all, their current request
could similarly be without merit.






COMPARE WATER RATES IN SC

On 3/7/2013, the PSC published the water rates for all 29 corporate
entities in SC

Utilities Inc and its subsidiaries was prominent in the list, with #1, 2,
3t, e;nd 6 (CWS) positions as most expensive water suppliers in the
state.

If the current increase is granted, CWS will jump to #4, giving it

the top 4 positions.

And for the Lake Wylie area, if the proposed CWS distribution
number is added to the Rock Hill pass-through amount, the $6.05
would effectively jump them up to #2.

Reminder: CWS does not develop the drinking water or treat the
sewage, they only distribute. And vet they are the most expensive
in the state.






YORK COUNTY

CWS claims they are not making money on water.

CWS is not proactively significantly investing in water capital
expenditures in the Lake Wylie area, despite that this is where much
of their income is derived from

River Hills and other communities had to “give” their assets to CWS
for $0. CWS has invested very little.

Those previously valuable assets have been deteriorating. In River
Hills they are over 40 years old. They will need to be totally
replaced in the next 10-30 years, and CWS has no plan nor
contingency. They are mismanaging those assets.

CWS should allow the system to be bOUﬁht for a nominal value by
York County (not $20 M or $6 M, more likely $1M), if York County
willhasfsume the future liability. CWS could bail out if things go badly
in the future.

Let us go CWS!!






COMMENTS ON RIVER HILLS
AND THE LAKE WYLIE AREA

River Hills and the surrounding community comprise 30-40% of the
CSWS service area for water and sewer

None of the recently reported significant capital projects listed
by CWS were done in our area, despite aging Infrastructure
particularly in River Hills

Sewer issues and water leaks are becoming more significant in
River Hills, but the CWS reaction seems to be patch, patch, patch.

Duke Power has replaced 80% of the main electrical trunk lines
coming into River Hills in the last 7 years. They also recently cleared
more right-of-way for their main transmission lines

The cable companies have laid more high speed connections and
increased bandwidth and offered more programming

The phone companies continue to offer more services

No significant proactive investments have been made by CWS in
our area





TESTIMONY BY RESIDENTS
AND BUSINESSES

Many people who might otherwise wish to testify tonight will not. In
some of the most egregious cases, they have had to sign a
“nondisclosure” clause as part of their settlement, so some of the
worst stories will not be heard tonight.

We request that CWS and Ul cease and desist from asking or
requiring nondisclosure clauses in the future, and that they rescind
their requirements in past actions.

It is not in the public interest to hide service issues.

The imposition of the 3 minute rule this year is contrary to public
olicy. In the last hearing, where CWS requested an Eﬁlao Increase,
tl>5e hearing finished in under 2 hours, and there was a 5 minute limit.

Now that a 25% increase is being requested, a 3 minute limit is

being imposed. That is ridiculous.

Increase the limit to 5 minutes, and allow people with more to say to
add their remaining comments after all have been heard, up to the 3
hour hearing time limit.






for Basic Residential Service

Current Water Rates as of March 7, 2013 Q’ \{ _%g @
$

BASIC PER 100;/ DATE ORDER
COMPANY CHARGE GALLON APPROVED
AAA Utilities, Inc. $7.50 $2.40/ 1995
,..-.? Carolina Water Service, Inc. $12.16* 3.89%) (& 2012
CUC, Inc. $17.50 N 2005
Haig Point - | Haig Point -

$62.09/qtr $2.76

. 2012
Melrose - Melrose -

Daufuskie Island Utility Co., Inc. $80.72/ gtr 42 44
Dowd Water Systems, Inc. $32.00 $3.50 2003
Georgia Water & Well Service Inc. $22.56 FLAT RATE 2004
Goat Isl. Water & Sewer Co. Inc. $25.00 FLAT RATE 2008
Hamilton-Haynes Water Works $25.00 FLAT RATE 2009
Harbor Island Utilities, Inc. $17.24 $4.39 2012
Hyde Park Water Co. $15.00 FLAT RATE 1994
Kiawah Island Utilities, Inc. $29.92 $3.06 2012
Lakewood Utilities, LLC $10.00 $1.75 2010
Lake Princeton Water Co. $12.00 $3.00 2003
Lake Wylie Community Utilities $27.00 FLAT RATE 2005
May River Water Company $30.30 $4.50 2011
Ocean Lakes Utilities, Inc. $8.74 $1.07 1993
Pine Haven Water System $40.00 FLAT RATE 2010
Rural Water Co. $12.00 FLAT RATE 1992
Scotland Yard Utility $35.00 FLAT RATE 2000
———32|Southland Utilities, Inc. $15.85 $5.87 (74 2007
T & M Utilities $20.00 FLAT RATE™] 1998
———S»iTega Cay Water Service, Inc. $11.81 $2.71 2013
Total Environmental Solutions. Inc. $45.07 FLAT RATE _ 2008
»—"? United Utility Companies, Inc. $15.18 $7.79 2012
Upstate Water Resources $32.00 FLAT RATE 1999
_.,7 Utilities Services of S.C., Inc. $16.53* $5.40 (5 2008
Water Head, LLC $22.00 FLAT RATE 2007
Water Supply Co., Inc. $28.00 FLAT RATE 1995
Wright's Plumbing & Utilities, Inc $8.00 $3.24 1999

- rates not approved by PSC, but
placed into effect under Bond
\
20

j2//2 2










Jo.Wheat

From: perry johnston <perry@dockmastersonline.com>

Sent: Thursday, January 30, 2014 9:32 AM

To: Jo.Wheat

Subject: Exhibit #6 from the Public Hearing on Carolina Water System Rate Increase request for
the Lake Wylie / River Hills Area

Attachments: River Hills System Probable Cost.pdf; River Hills Utility Comparative Sales Report.pdf;

CWS Preliminary Acquisition Study.pdf; Lake Wylie Water Sewer Service.pdf; CWS
Estimate Value.pdf

Follow Up Flag: Follow up
Flag Status: Flagged
Ms. Wheat,

Please find attached the information concerning preliminary Acquisition Studies and Cost estimates from York County
concerning possible purchase of the Carolina Water System in the Lake Wylie / River Hills area of York County. This was
mentioned in my statements during the hearing held in Dec.

12, 2013 at the River Hills Community Church Family Life Center. Sorry for the delay in getting this information to you.
Thank you for your help in this matter. We are looking at what is going on over in Tega Cay with raw sewage flowing into
Lake Wylie from the same company and the same thing has happened in the River Hills area. The PSC must help correct
this major problem for this water flows to Columbia and on to the coast effecting everyone along the way.

Sincerely,

W. Perry Johnston
5001 Lake Mist Drive
Clover/Lake Wylie, SC 29710

From: Sheffield, Teria [mailto:Teria.Sheffield@yorkcountygov.com]
Sent: Monday, January 13, 2014 3:02 PM

To: perry@dockmastersonline.com

Subject: River Hills/CWS Information

Hi Perry,
Sorry | missed your call last week. Here's the information that we were able to find regarding River Hills/CWS.
Take Care,

Teria

Teria G. Sheffield LATE-FILED
Executive Assistant to the County Manager
BSR4
6

6 South Congress Street
York, SC 29745

(803) 684-8599
2013-2/5-WS

¢
2
5
2
<




jo.wheat

Typewritten Text

6



jo.wheat

Typewritten Text

2/5/14



jo.wheat

Typewritten Text

2013-275-WS



jo.wheat

Typewritten Text

LATE-FILED





teria.sheffield@yorkcountygov.com

CONFIDENTIALITY NOTICE: This e-mail message, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential, proprietary, and/or privileged information protected by law. If you are not the
intended recipient, you may not read, use, copy, or distribute this e-mail message or its attachments. If you believe you
have received this e-mail message in error, please contact the sender by reply e-mail or telephone immediately and
destroy all copies of the original message.





HARTMAN & ASSOCIATES, INC. - SOUTHEAST

ASSQOCIATES:
engineers & management consultants o
James E. Christopher, PE. . Marco H. Roeca, CM.C,
Charles W, Drake, P.G. : J. Richard Voorhees, PE.
Gerald C, Hartrozn, RE. Douglas P. Dufresne, BG.

Mask . Luke, BS.M. Roderick K. Cashe, RE.
Mark A, Rynning, RE.

PRINCIPALS:

. . ) Jon D. Fox. BE.
Harold E. Schmidt, Jr. BE. Jarnes E. Golden, BG,
Willam D, Musser, BE. Troy E. Layion. BE.

" $ENIOR ASSOCIATES: And:ev‘;l'}c\ia?fe%%clz?ﬁmég'
. Zachary Fulles 5. November 24, 1998 HAJ #98-225.02

Mr. Al Greene

Assistant County Manager
York County

P. 0. Box 66

York, SC 29745

Subject: Range of Probable Cost for River Hills System

Dear Mr. Greene:

Pursuant to your request during our November 20, 1998 telephone conversation and based on the
preliminary work performed to date, Hartman and Associates, Inc. (HAI) offers the following
mfonnatlon

1. -‘. 3 : The probable range of cost to purchase the Rlver Hﬂls system is. $4 25 Mllhon to $6 25

. Million.

2. The capital improvement dollars previously stated as $0.6 million were a conservative
estimate based on past experience. A range of $0.25 million to $0.5 million would be
expected dependent upon the aggressiveness of the County to upgrade the system. We
think these dollars would be spent in upgrades to the main plant lift station and in
correcting some infiltration areas. Utilities, Inc.’s CIP has $100,000 for unidentified
maintenance and repair ifems.

3. Additional information relative to operational expenses of Utilities, Inc.’s River Hills
system has not been obtained since our last meeting in early October. We have had
discussion regarding more detail information and have been invited to acquire this
information from their Corporate Office. HAI is awaiting County authorization to further
. pursue this information and to continue work on the valuation of the system.

Previously, proposals were submitted to assist the County in acquiring the system. We stand
ready to assist-in this matter and would welcome the opportumty to work on this. important.
pr()_] ject. Should you have any questions regarding this project, please do not hesitate to call.

© . TWO HANNOVER SQUARE « 434 FAYETTEVILLE STREET MALL, SUITE 900 + RALEIGH, NC 27601
TELEPHONE (919 8319100 « FAX (919) 831-9300 « www.consulthai.com

ORLANDO,FL.  FORT MYERS,FL  PLANTATION,FL  JACKSONVILLE,FL  RALEIGH,NC





Very Truly Yours,
Hartman & Associatés, Inc.

/% fy el

Mitchell, P.E.
Regmnal Manager

L WM/chs/98-225.02/corresp/
Green.lwm

cc: Gerry Hartman, HAI - Orlando






'RIVER HILLS
COMPARABLE SALES SUMMARY®

. Partial Analysis ' $4.9 Million
. Capital Improvements $0.6 Million (Allowance)
. Transaction and Financing Costs ~ $0.25 Million
. Debt Service Reserve $0.45 Million
$6.2 Million +

. Net Revenues - 0.31 (Present Rates)
* Assessments 0.15

Subtotal 0.46
3 Years
. Assume Net Revenues 0.36 Growth @ 3.3%
. Assessments 0.16

Subtotal 0.52

Coverage 0.52/0.44 - 1.18
Coverage with 50% Capital Fees 0.63/0.44 — 1.43

Summary — Existing rates with a tax resulting in annual revenues of $150 OOO/year with a utility
customer growth rate of 3.3% per year flmds the $4.9 Million purchase price. Futures paid to
seller will reduce capital fees.

If a purchase price greater than the $4.9 Million is arrived at, then either indexing of utility rates
or a commensurate utility rate increase will be needed.

(1)  Note an appraisal is needed with a due diligence investigation.

GCH/chs/98-225.01/corresp/
River.Sum 100698





UL [ —¥Wb—19498  14:4Y U lLHH:_S, INC. B47 498 6498 P.B2-82

UTILIMIES, IMIC.

2335 Banders Road

Norchbeook, Hlinait 60062.6196
Tolephone 847 498-6440
Facsimile 847 498-2066

October 6, 1998

Mr. Gerald Hartman, P.E.
Hartman & Associates

201 East Pine St.- Suite 1000
Orlando, FL. 32801

Dear Jerry:

As you requested, this letter will confirm our Company’s interest and cooperation in
exploring a sale to York County of both our Riverhills and Tega Cay water and
wastewater utility systems, Execution of mutually acceptable purchase and sale
agreements is contemplated to occur prior to December 31, 1998, with a closing in
early 1999,

It is our understanding that it is the County’s intention to initially acquire the
aforementioned utility systems, and thereafter transfer the Tega Cay utility facilifies to

the City of Tega Cay. We acknowledge that the County is working cooperatively with
the Cify in this endeavor,

——Itis-eurfurther understanding that imorder to 5 accomplish the above transactions, itwill
Mes&ablﬁoﬁemtowmﬁnmm agreement which would enable the County

to provide retail utility service to the proposed Corboy development within our existing
franchise service area,

In contemplation of the consideration dlSCUSSCd in Mr, Camaren’s letter to you of
August 31, 1998, our.Company supports your “overall master approach”. Obviously,
the specnﬁc terras of any such sale of the aforementioned systems will need to be
addressed in a more detailed sales agreement.

If you have any questions, please give me a call,
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of Voters of Prop sed D1strlct

* Acquisition of Carolina Water Service
System Financed With General Obligation
Bonds ‘

« Bond Debt Secured by Property Taxes of
Special Tax D1str ct

1/21/99 | | 2






+ Future Net Revenues of District Applied to
Reduce Tax Levy | | -

— Provided County Water & Sewer System
- Revenue Bonds Coverage Covenants Met Per
Bond Ordinance |

— Revenue Bonds Always Have First Lien on
System Revenues

421099 - i | .






General Obligation Bonds

» Requires Referendum & Pledge of Taxing Power
« Requires Formation of Special Purpose Tax District
e Ninety Day + Process for Referendum

« Lowest Interest Rate
» Low issuance Costs
« Sold Competitively

1/21/99 - 5











 Acquisition Related Costs

— Includes 'Capital impro-vements, Financing,
Legal, Engineering, & Consulting Costs

« Incremental Annual Revenues & Expenses

— Includes Additional Revenues, Operational
Expenses & Debt Service

1/21/99 8






Capital Improvements
Financing Costs
Other Costs

— Engineering Appraisal &

Valuation

— Consultants & Attorneys

Total Costs

1/21/99

$300, 000 - $600"'000
$185,000
$ 70,000

$5.5 - 7.8 Million






-

Additions to Reve

— Using Current Cbunty

Rate Structure

Expenses

Additions to Debt
Service

Projected Deficit

1/21/99

Revenues

nucs

Additions to O & M

Annual Incremental

$369,

1
($146,000)

($464.,000 - $575.000)
($241,000 - $352,000)

10
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Co. son of Retail Charges
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Comparison of Commercial Charges

* York County
$1,207 |

e 15.0%
Decrease in
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Sewer Bill

1/21/99






Comparison of Commercial Charges

e York Coun
$572

e 10.0%
Increase in
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« Market Value $1'O0,00

» District Tax Obligatio

— $110- %136
- (27.6 - 34.1 mils)
 Probable Tax Le

— $57 - $84
— (143 - 20.9 mils)

1/21/99

Tax Obligation & Levy
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Netr Costs to Homeowner

Market Value $100,000

Projected Additional Irax Levy $57 to $84
Projected Change in Water &

Sewer Costs

($78)

Net Annual Costs (Gain) ($21) to $6

1/21/99
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Comparison o

« Market Value $250,00(
 District Tax Obligation

— $276 - $341
— (27.6 - 34.1 mils)
 Probable Tax Levy

— $143 - $209
— (14.3 - 20.9 mils)

1/21/99

Tax Obligation & Levy
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Market Value $250,0
Projected Additional
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ax Levy

Projected Change in Water &

Sewer Costs
Net Annual Costs (G

1/21/99

An)

al

‘osts to Homeowner

Imp act

Tax Deductible
$143 to $209

($76)
$67 to $133
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«Pros & Cons
» Local/Control of Critical
Publi¢ Services

« Doubles Size of County
Retail Customer base

* Redus s COunty Financial
¢e on a major
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Wholk fale' Customer, i.e.,

.
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| ros & Cons
« Taxpayers Benefit From
Deductibility of Tax
— user fees non-deductible
. Net Costs May be
Insignificant for Most
Resitg1 nts
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HAI #98 _225 ) 00 Andrew T.Woodcock, BE.

June 1, 1998

Thomas F Odom, Jr, BE.

Mr, Al Greene

Assistant County Manager
York County

P. 0. Box 66

York, South Carolina 29745

Subject: Comparable Sales Report of River Hills Utility

Dear Mr. Greene:

As requested by Mr. Tom Burton, Sr. and the Board of County Commissioners, and reflected in
our proposal, Hartman & Associates, Inc. submit our opinion of comparable market value for the
River Hills utility system. Attached is an analysis describihg our comparable sales approach, and
tables listing the details of the comparable utility sales evaluated during our review.

 The comparable sales value for the River Hills System based on market approach is § 2,775,138
as of May 1998 under typical terms and conditions outlined in the analysis. As illustrated in our
analysis, area municipalities (CMUD) have paid premium for systems during annexation which
dictates -system—expansion—The—potential premium—purchase—price—mayrange—as—high-as———

$4,900;000. _

The comparable sales approach should be updated and combined with the replacement cost value
and the income approach value to yield our complete appraised value of the system before
acquisition proceeds. This letter report and'our follow—up presentation of the results will
complete our scope of services for this project. HAI is pleased to serve the County on this
important matter, Should you have any questions or comments, please advise.

Very truly yours,

Hartman & Associates, Inc. - Southeast

L TR,

Ger C Hartman %
- President

Attachment
ce:  Larry Mitchell, HAT
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RIVER HILLS UTILITY SYSTEM
COMPARABLE SALES APPROACH

1. GENERAL INFORMATION

The system collectively known as the River Hills System consists of water and wastewater
facilities to serve a golf and country club community known as River Hills, apartments called
Hamilton Bay and Lake Wylie Woods, subdivisions called Hamilton Harbor and Forest Oaks,
and several commercial establishments in the immediate vicinity along South Carolina Highway
49, The majority of the system is located south of SC Highway 49, and along the shores of Lake
Wylie. Construction of the facilities began in 1973 with a groundwater supply, a 200,000 gallon
elevated storage tank, and a small activated sludge wastewater treatment plant with discharge to
Lake Wylie. '

In 1992, York County adopted an ordinance granting a non-exclusive franchise for operation of
the water and wastewater system to Carolina Water Service (CWS). Additionally, following this
ordinance, several agreements were executed to establish increased quality water and improved
wastewater treatment to this area. York County and CWS have agreed to the following items:

.

25=yearterm onleases:

b3

County leases WWTP from CWS.
County provides forcemain to transport waste from collection system. CWS leases non-

U2

exclusive use of forcemain.
4. County leases EST from CWS.
5. County provides water main to supply CWS water.
6. County charges CWS for wholesale water and wastewater service.
7. County purchases water for CWS from City of York, with City of Rock Hill as back-up.
8. County purchases sewer treatment for CWS from City of Rock Hill.

During the period prior to August 1996, the WWTP was converted to a flow equalization basin
providing aeration and transfer to further treatment off-site. The County owns and operates the
main wastewater pumping station responsible for the transfer, which was built by the County on
land leased from CWS. '

The majority of the 1100 water and wastewater customers are permanent residential, single-
family homes. ‘However, villas and apartments are served by the River Hills system, as well as
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commercial centers containing grocery stores, fast food restaurants, a carwash and convenience

stores.
2. INTRODUCTION TO APPROACH

The comparable sales approach to utility valuation is usually considered with other valuation
methods (i.e. cost approach and income approach). Knowledgeable buyers and sellers of water
and wastewater utilities in the Southeast United States generally know the "Market" for utility
systems. The purpose of this market approach is to examine the history of water and wastewater
utility acquisitions, and to analyze the conditions under which the systems were transferred, in an
effort to arrive at an implied purchase price for the River Hills area water and wastewater system
to assist York County with informed decisions for a potential acquisition.

The selected transactions of water and wastewater utility systems were compared using
quantitative values of single family equivalents (SFE’s). Extensive research was conducted in
order to gather as much information regarding similar acquisitions in the Southeast as possible.
The potential list of comparable sales was narrowed down to those which were considered the
most comparable and an in-depth analysis conducted on each transaction. In order to properly
compare the different transactions, various ﬁnancial technical, legal, and customer service
——information-was-analyzed-and-adjusted. ~Moreover, discussions withr thenegotiators; buyers, and————

sellers were useful and informative to our analyses. Our activities are ongoing concerning this
approach, and we strive to constantly update our ut111ty system acquisition and sales data base.

An additional comparison was conducted to evaluate recent transactions that the current owner of
River Hills (CWS) has executed in the Charlotte/Mécklenburg area.

3. FACTORS INFLUENCING UTILITY ACQUISITIONS

There are many factors which are involved in the determination of an acquisition price of a utility
system. These factors create both similarities and differences between the transactions, which in
essence, result in the formation of a mixed market of utility sales. The following is a brief
discussion of several important factors that impact the acquisition of water and wastewater
utilities and therefore influence the market value:

3.1 System Asgets. Water and wastewater utilities vary considerably in their sizes,
treatment capacities, physical condition which is sometimes an indicator of age
or level of maintenance provided, as well as the number and type of customers.
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All of the above are components that form the utility's assets to be sold or
purchased. It is common that knowledgeable buyers of water and wastewater
systems look closely into these components prior to agreeing upon a purchase
price. The following areas regarding the system's assets are often evaluated:

a.  Type of services provided, wateér only, wastewater only or both.

b.  Extent and physical characteristics of the water transmission/distribution

system including the fire hydrants, valves, meters, and services,

¢. Extent and physical characteristics of the wastewater collection/
transmission system including manholes, force mains, and lift stations.

d. In-service water and/or wastewater treatment capacities, and the design
and permitted capacities of these facilities (not applicable for River Hills).

e.  Actual customers connected to the utility systems and their characteristics.

f.  Physical overall condition of the facilities and the cost of any major capital

1 rame ante rea1rTe s
IRPIOVCITICITS TOQLHNTCAs

g. Potential growth in the utility's customers, and the economic feasibility to
provide services to those future customers.

h.  Source of water supply and treatment necessary, if the utility produces and
treats its own water.

i.  Capacity, cost and terms of agreement if the utility purchases bulk water
or wastewater for resale.

J- Type of water and/or wastewater treatment processes (not applicable for
River Hills).

k. Quality of water and/or wastewater facilities, construction components,
special features and overail design.
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3.2 System Management and Finances.. Several elements under this factor can have

a considerable impact on the price of a utility system. Inappropriate
management decisions or methodologies may result in highly inflated rates and
charges for the customers served by a utility system. The value of that utility in
the market would differ from another utility that applies proper management
methodologies.

The corporate structure of a utility company, whether a simple stand-alone
utility or a subsidiary of a larger corporation, sometimes creates a substantial
variation in the revenues generated. Assuming all other factors are constant,
these variations in corporate structures and the revenues that could be generated
are expected to impose a direct impact on the prices paid for utility systems.

Another important“éle"méﬁt‘ that éénléfffect the pricing of a utility is its before
and after tax cash flows and how the utility has been financed. The available
cash flow which a non-reguié,ted or not-for-profit purchaser or a regulated for
profit purchaser can ascertain is usable for debt service purposes which typically
can be determined and can become an important factor. Likewise, the methods
by which the physical assets have been financed or paid for by equity dollars

e must-be-given-consideration:

3.3 Competitive Market or Monopoly. Another aspect of the market influence on

the sale or purchase of a utiiity system is the financing cost. Higher costs of
borrowing funds may slow the market or result in an inflated price of the
system. Similarly, lower interest tates may encourage the buyers to borrow,
which ultimately impacts the-price, =

A major factor influencing an acquisition and the pricing of a utility can be the
exclusivity of its service territories. If a utility has been granted either franchise
rights or territorial certificates which protect its service territories and make the
utility a sole provider of water and wastewater services within these territories,

its value is substantially enhanced. However, if other private or public utilities |
can provide similar services in these same territories, the opposite effect can

occur.
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Other elements typically considered when purchasing a utility system include
location, local and state regulations and future population growth.

34 Method of Acquisition. The majority of the water and wastewater utility
transactions occur through negotiations between interested buyers and
motivated sellers. However, ownership of a utility system by a governmental
entity can occur through a condemnation process.

3.5 Context of Transaction. It is important to consider all terms and conditions of
the purchase and sale agreements of utility transactions. The issues typically
addressed under a purchase and sale agreement of a utility system are
summarized as follows:

a. Cash amount paid on closing date, as well as fufure payments for
additional customers connected to the systems in the future years, if

applicable.

b.  Method of payment and its timing,

—S—ei—l—ershou—ld--prov—ide—aigrnaster—b il-of sale-for-all-of the physical assets of —

(¢

~ the water and wastewater systems.

d.  All physical assets and real properties are transferred without liens,
encumbrances or title defects.

e.  All easements and real property owned by the seller or third party were
transferred, assigned or deeded in fee simple as may be appropriate.

f.  Who retains the escrowed interim rate fees, in the case where the seller
had filed for rate increase and interim rates have been in effect.

g.  Whether prepaid and/or discounted future customer connections are
included in the purchase price and assigned to the seller at closing,

h.  Seller complied with federal, state, and local regulations through closing.

LWM/eh/c/elprojects/1998 -5- 052698
HAT # 98-225.00/rvrhills.rpt





Allowance for latent defects included in the price.
All records, drawings, and permits were transferred properly.

Whether accounts receivable outstanding at the time of closing are later
reimbursed to the seller, subject to the age of the receivable.

All vendor invoices for services, materials, and supplies are paid by seller,
prior to closing.

All taxes and franchise fees are paid by seller through closing date.
Vendor contracts assigned by seller to buyer with no current liabilities.

All closing documents provided by seller and his legal counsel are in
order.

Seller maintained adeciuate insurance coverages and indemnified buyer
from loss from date of purchase and sale agreement through closing.

Was the purchase of the physical assets on an "as-is" basis, with no future
liabilities on the part of the seller.

All rolling stock and equipment were purchased and not removed by
seller.

Operations and management of facilities were properly performed by
seller through closing date.

Buyer was indemnified by seller from any pending or threatened litigation
associated with its .agtib.ns prior to closing, representation at closing and
actions of selling the facilities.

Seller was responsible for petitioning the governmental regulating entities
to transfer the utility permits, approvals, licenses and the like to buyer.
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v.  The liabilities for consultants fees and charges, did the seller and buyer
each pay their own, or did the buyer pay all such costs.

w.  Title commitment and insurance costs, documentary stamps, and recording
costs were paid by seller, or shared by seller and buyer.

4, SELECTED COMPARABLE SALES

As indicated earlier, there are several factors that must be considered in the selection and
evaluation of the most comparable set of water and wastewater system transactions to the
acquisition of the River Hills facilities. This subsection presents the criteria utilized in the

comparable sales selection process.

4.1 Criteria

In order to select the set of water and wastewater sales most comparable to the River Hills water
and wastewater system, HAI has researched over 600 utility transactions occurring throughout
the Southeast. The selection process was based upon the following criteria:

— & Minimumtotal-water-and-wastewater-SFE's-served-at-the time of closing was

150 or more.

b.  Sales occurring between 1990 and 1997, including sales of systems where the
purchase price, terms and conditions were specified within the above period.

¢.  Minimum purchase price of $3 50,000.

d.  Full public disclosure of all terms and conditions, full public accounting of the
assets, and a purchase price paid as cash or future payments of cash.

e.  Transactions occurring in South or North Carolina.

The selection process utilizing the above criteria resulted in a total of fourteen (14) comparable
water and wastewater system transactions. In addition to the fourteen (14) selected sales, we
also reviewed certain transactions that occurred in North Carolina involving several smaller
systems of Carolina Water Service (CWS) sold to Charlotte — Mecklenburg Utility Department
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(CMUD). These sales did not meet all of the selection criteria, but were reviewed as part of our
market survey to gauge the recent historical transactions conducted by CWS. The costs per
comparable unit were higher than our analysis to date, and can be viewed as an indicator of
potential purchase price with the current owner similar to the results of our analysis to date.

5. ADJUSTMENTS TO PURCHASE PRICES

As was indicated earlier in the discussion of the fourteen (14) sales transactions, purchase prices
paid at time of closing are listed separately. For those sales that include future payments in
addition to the initial price, the present value of these payments at the time of sale was calculated
and added to the purchase price list in the following tables. Table 1 summarizes the fourteen
(14) selected transactions and their applicable data.

As is usually the case, the negotiated prices for water and wastewater utilities often reflect the
market conditions at the time of acquisition. Therefore, purchase prices including the present
value of future payments for the utility transactions utilized in this analysis were adjusted to
reflect the changes in the market within the périod from 1990 t0 1997. One of the most reliable
factors that recognizes market changes is the ratio of market to book value of water utility
companies as listed in the C.A. Turner Utility Report.

" All purchase prices were converted to the present time and tabulated for illustration. The

adjustment factors were calculated by using the 1997 ratio (1.57) as a base for unity, as
illustrated in Table 2.

6. CALCULATION OF IMPLIED PURCHASE PRICE

This subsection presents the steps of calculations of implied purchase price for the River Hills
water and wastewater systems. There are several indicators and adjustments of purchase prices
that could be utilized to arrive at an implied pﬁrchase price. The one most widely utilized in the
marketplace will be employed in this report, which is the implied price per water SFE and
wastewater SFE. In our opinion, the price paid for existing customer base expressed in SFE’s is

the most significant.
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COMPARABLE SALES ANALYSIS
Water and Wastewater Transactions

TABLE 1

R HILLS UTILITY SYSTEM

1 orporation NC | W/S | 1991 | $1,050,000
9 {Regional Investments of Moore, Ine. Ne | WIS § 1993 $5,850,000 5,750 3,943 9,693
3 |Blankley Health LLP (Landen) Charlotte-Mecklinburg Utilities Department NC | 8 {1996 | $1,250,000 0 832 832
4  |Trensylvania Utility Company Utilities, Inc. (Carolina Water Service) NC | W/S | 1991 | $625,000 750 500 1,250
5  |Coastal Carolina Utilities, Inc. New Hanover County’ NC | W/S {1994 | $405,000 471 256 727
6 |Cape Fear Utilities; Inc. - |New Hanover Countyi NC: s 1992 $753.872 0 1116 1,116
7  |Carolina Water Service; Inc. > | Town of River Bend : - - NC | Wis | 1996 $3,036,100 7| 941 790 1,731
g |Wild Dunes Utilities, Inc; ™~ - |Isle of Palms Water' & Séwer Commission sc’ | Wis | 1993 | $6250,0007 | 1,865 [ ~1,744 - 3,609
9  |Hilton Head Plantation Utilities, Inc. . [Hilton Head No. 1 Public Service District SC | W/S | 1994 | $8200,000 :| 4,745 3,172 7917
10 |Long Cove Club Utilities, Inc.  7».|Sea Pines Public Service|District sC: | Wi/s | 1994 | $1,004000 | 538 290 828
11 {Plantstion Ulilities Inc. (Wexford) “+ |Sea Pines Public Service|District SG: | WIS | 1995 $040,000 626 373 999
12 |North County Service Company ‘FYork County ‘ ’ 8C | W/ | 1994 $1,100,000 170 160 330
13  |Heater of Seabrook, Inc. Town of Seabrook SC | Wis | 1996 | $5,920,000 | 1713 1596 3,309
14 |Utilities, Inc. (Bagnal Builders) City of Columbia sCc | s {1997 | $350,000 0 170 170

Prepared by Hartman & Associates, Inc. 6/1/38
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| TABLE 2
RIVER LS UT]LITY SYSTEM
CONE?ABABLE SALES ANALYSIS
Atlffus"ted Purchase Prices (1)

2 :

1 {Carolina Trace Corporation Utilities, Inc. {Carolina Waker Service) WIS 1991 $1,050,000 1.198 $1,258,397
2 |Regional Investments of Moore, Inc. Pinelurst Water & Sanitary Company WIS 1993 $5,850,000 1.026 $6,002,941
3  |Blankley Health LLP (Landen) Charlotte-Mecklinburg Utii,ities Departioent 5 1996 $1,250,000 1.121 $1,401,786
4  |Transylvania Utiltty Company Utilities, Inc. (Carolina Water Service) WIS 1991 $625,000 1.198 $749,046
5 |Coastal Carolina Utilities, Inc. New Hanover County Wi8 1954 $405,000 1.129 457,446
6 |Cape Fear Utilities, Tnc. New Hanover Countty =~ s 1992 $753,872 1.120 $851,496
7 |Carolina Water Service, Inc. Town of River Bend : W/ 1996 $3,036,100 1.121 $3,404,769

- 8 |Wild Dunes Utilities, Inc. Tsle of Palms Water & Sewer Commission WIS 1993 | 36,250,000 1.026 $6,413,399
9 |Hilton Head Plantation Utilities, Inc. Hilton Head No. 1 Pub]:ic $ervice District WIS 1994 $8,200,000 1.129 39,261,871
10 [Long Cove Club Utilities, Tnc. . | Sea Pines Public Service District: : WIS 1994 | $1,004,000 1129 | $1,134014
11  |Plantation Utilities Inc. (Wexford) Sea Pines Public Service District : W/S 1995 $940,000 1.227 51,152,969
12 |North County Service Company York County | WIS 1994 $1,100,000 1.129 $1,242,446
13 |Heater of Seabrook, Inc. Town of Seabrook . W/S 1996 $5,920,000 1.121 $6,638,857
14 |Utilities, Inc. (Bagoal Builders) : City of Columbia | S 1997 $350,000 1.000 $350,000

Notes: ; i

(1) The purchase prices were adjusted based on ratio of martket to book value of wate‘r utility companiesas listed in the C. A. Turmer Utility Report as foilows:

(2) The adjustment factors were calcilated based on. the following ratios: |

MérkéUBook Adjustment
Year | Ratio Factor
1990 1.?8 1.227
1991 : 181 1.198
1992 159 1.129
1993 : 153 1.026
1994 '1?9 1.129
1995 L 1.08 1.227
1996 ‘ 1.Eo 1121
1997 157 1.000

| f
|
]
Prenared Iw&i Hartman & Associates, Inc. 6/1/98





6.1 Allocation of Adjusted Purchage Prices

In this analysis, both water and wastewater systems have been reviewed separately. The net
utility plant in service for each system was found to be the proper method by which purchase
prices of utility transactions could be allocated, and adjusted purchase prices determined. Table
3 presents the allocation of the adjusted purchase prices to the water and wastewater systems of
the fourteen (14) selected transactions.

6.2 Analysis of Adjusted Purchase Prices Based on Number of Customers

The number of customers, as represented by their respective water meter sizes, and number of
sewer taps was determined for the fourteen (14) selected transactions and converted to single
family equivalents (SFE’s). The allocated adjusted purchase prices were divided by each
system's water and wastewater SFE’s, in order to arrive at a price per SFE. The above analysis
resulted in an average price per water SFE of approximately $1,129 and an average price per
.wastewater SFE of approximately $1 818 as shown in Table 4. An adjustment for lack of water
supply of 10% was calculated and an adJustment for adequate sewage treatment of 20% was
calculated and utilized in determining the market prloe per SFE of the River Hills system. The
corrected price is $1,016 for water and $1,454 for sewer.

reported as of May 1998, The implied purchase price based on this ana1y31s for the water system
is $1,150,886 and for the wastewater system isg$1,624,25:2.

The total implied purchase price for River Hills water and wastewater systems based on our
comparable sales and the number of respective connections is calculated to be $ 2,775, 138.

6.3 Analysis of Recent Carolina Water Service Transactions

To augment our analysis, we researched recent utility transactions involving Carolina Water
Service to gain a larger grouping of sales that may not be physically comparable, but are of
comparable situations. For example, all sales were typically non-solicited, and were followed by
annexation or acquisition due to the concerns of the customers. All sales to CMUD, exclude
supply and treatment facilities, therefore, similar to the River Hills system, where customers and
water main distribution are a significant portion of the value of the systems. Table 5 lists an
additional fourteen (14) systems that have been sold by‘ CWS within the last four years. Several
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N RIVER HILLS UTILITY SYSTEM
sy COMPARABLE SALES ANALYSIS
.._o__ %' MocatedP:irrchasgB'iceBased on Net Plant In Service
2 & '
—-
oo
—_ =
=% e
= oof L e ;
-+ 2 e e 3 3 s RO E: e S ¥
1 ]Carolina Trace Corporation Uhtilitics, Ino. (Carolina Water Service) 1991 | $1.2583%7 $4,654,450 | 31,389,742 $3,264708 [ 299%| 70.1% $375,737 $882,660
2 |Regional Investments of Moore, Toc. Pinehust Water & Sanitary Company 1993 | $6.002941 $3,437,164 | $2,003,407 $1,433,757 | s583%| 41.7% $3,498912 | $2,504.029
3 [Blankley Health LLP (Landen) Charlotte-Mecklinburg Utilities Departmert 1996 | 51,401,786 1) (1) (6)] N/a, 100.0% NA $1,401,786
4 |Transybvania Utility Company Utilitics, Inc. (Carolina Water Service) 1991 $749,046 $653,097 $211,306 $441,791 32.4% 67.6% $242,350 $506,696
5 |Coastal Carolina Utilities, Inc. New Hanover County 1994 $457,446 $1,893,622 | 5513,482 51,380,140 | 27.1% 72.9% $124,043 $333, 403
6 |Cape Fear Utilities, Inc. New Hanover County 1992 $851,496 ) @) 2) N/A 100.0% NA $851,496
7 {Carolina Water Service Inc. (3) Tawn. of River Bend 1996 | $3,404,769 $47,099,702 | 528,118,574 | 518,981,128 | 59.7% 40.3% $2,032,651 j $1,372,118
£ |Wikd Dunes Utilities, Inc. Tsle of Palms Water & Sewer Commission 1993 $6,413,39% 36,833,140 | 52,673,348 $4,159,792 | 39,1% 60.9% $2,509,131 | $3,904267
¢ | 9 |HSiton Head Plantation Uhilities, Inc. Hilton Head No. I Public Service District 1994 | 59,261,871 $3,450,541-  B875316] $2,575225 |1254%| 74.6% $2,349,505 | $6,912,365
5 |10 |Long Cove Club Titiities, Tnc. Sea Pines Public Service District 1994 | 51,134,014 $362,490 - "8113,108] '$248382 | 31a% 68.8% | $353.847 " | $780,167 |
' | 11 |Plentation Utilities Tng. (Wexford) Sea Pines Public Service District 1995 | -$1,152,969 $925,168 $310,620|  $614,548 33.6%| 66.4% $387,103 $765,866
12 |North County Service Company York County 1994.| $1,242,446 $678,200 ) & 51.5% 43.5% $639,860 $602,586
13 |Heater of Seabrook, Tnc, Town of Seabrook 996 | 46,638,857 $6,028,956 | 82,771,428 $3,257,528 | 46.0% 54.0% $3,051,791 | 83,587,066
14 [Utilities, Inc. {Bagnal Bujlders) City of Columbia. 997 {  $350,000 (5) (5) ©)] N/A 100.0% N/A. $350,000
Notes: : |
1. Systemnot a franchised utiltiy, therefore no annual report submitted. Plartt in service entirely sewer.
2. Transaction for sewer systems only so allocated purchase price based solely upon sewer.
3. Represents entite CWS utility plant in service throughout North Carolina.
4, Annual Report incomplete in subdividing plart in service, percentige aliocated based upon customers.
5. Utility folly depreciated net utility plant in service zeo. !
. !
=
Ch
fa]
(=5
o
o0

Prepared by i’lartman & Associates, Inc. 6/1/98
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| TABLE 4

\
RIVER HILLS UTILITY SYSTEM
COMFARABLE SALES ANALYSIS

Implied Purc@ﬁice Based On Number Of Customers

¥

3
|
|

Total Implied Purchase Price:

$2,775,138 —ﬂ

Bennrad by Horfman 8 Bcenciafas. Inc. 6/1/98

1 [Carolina Trace Corporation Utilities, Inc. (Carolina Water Sefw'c £) 8375,737 944 51,078
2  |Regional Investments of Moore, Inc. Pinchurst Water & Sanitary Comjpar y 1993 $3,498,912 5,750 $609 $2,504,029 3,943 $635
3 |Blenkley Heakth LLP (Landen) Charlotte-Mecldinburg Utilities Department 1996 N/A 0 $1,401,786 832 $1,685
4  |Trapsylvavia Thility Company Utilities, Ine. (Carolina Water Service) 1991 $242.350 750 $323 £506,696 500 81,013
5 |Coastal Carolina Utilities, Inc. |New Hanaover County 1994 $124,043 471 $263 $333,403 256 $1,302
6 |Cape Fear Utilities, Inc. New Hanover County 1992 Na 0 $851,496 1,116 $763
7 - |Carclina Water Service, Inc. Town of River Bend o 1996 $2,032,651 941 £2,160 $1,372,118 790 $1,737
8  [Wild Dunes Utilities, Inc. . Tsle of Palrns Water & Sewer Comumission 1993 | $2,509,131 1,865 $1,345 $3,904,267 1,744 | $2239
9 |Hitton Head Plantation Utilities, Ine. Hilton Head No. 1 Public Service District 1994 $2.349,505 4,745 5495 $6,912.365 3,172 $2,179
10 |Long Cove Club Utilities, Inc. Sea Pines Public Service District 1594 $353,847 538 5658 £780,167 290 $2,690
11 [Plantation Utilities Inc. (Wexford) Sea Pines Public Service District 1995 $387,103 626 5518 - $765,866 373 $2,053
12 |North County Service Company York County 1994 $639,860 170 $3,764 $602,586 160 | $3,766
13 |Heater of Seabraok, Inc. Town of Seabrook 1996 $3,051,791 1,713 $1,782 $3,587,066 1,596 52,248
14 {Utilities, Inc. (Bagnal Builders) City of Columbia 1997 N/A 0 5350,000 170 $2,059
Average Price Per Water And Wastewater Customer: 51,129 51,818
River Hills Utility System Correction for lack of water supply (10%) and sewage treatment (20%) 31,016 $1,454
Number of Total SFE's: ' 1,133 1,117
Implied Purchase Prices of the Water and Wastwater Systems: $1,150,886 51,624,252






WISIIIIAY00°STZ-86 # TV
8661 /s303f0xd /0o M T

-t'[-.

869750

RIVE

TABLE 5

R HILLS UTILITY SYSTEM

RECENT CJXROLINA WATER SERVICE, INC.
Wdtei

r and Wastewater Transactions

Prepared by

Hartman & Associates, Inc. 6/1/98

; o L
1 [Carolina Water Service, Inc. CMUD - (Idlewood Subdnnfsmn) \Y 1995 $£174,000 92 0 92
2 |Carolina Water Service, Inc. CMUD - (Providence West)| w 1995 5184,600 59 0 99
3 |Carolina Water Service, Inc. CMUD - (Southwoods) w 1995 $330,000 153 0 153
4 |Carolina Water Service, Inc. CMUD - (Hawpton Green) . W 1995 $405,000 227 0 227
5 |Carolina Water Service, Inc. CMUD - (Forest Hillsy . W 1995 $445,000 197 0 197
6 |Carolina Water Service, Inc. CMUD - (Saddlebrook) ! W 1995 $106,000 56 0 56
1 7 |Carolina Water Service, Inc. CMUD - .(Suburban Woods) W - 1996 - $70,000 - 94 0 94
8 [Carolina Water Service, Inc. CMUD - (Mallard Crossing) W 1994 $190,000 88 0 88
1 9 '[Carclina Water Service, Inc. CMUD -(Habersham) W 1995 $266,000 133 0 133
10 |Carolina Water Service, Inc. CMUD - (Hidden Hills & Earmwood) W 1995 $173,000 90 0 20
11 ]Carolina Water Service, Inc. CMUD - (Tarawoods} W 1997 $155,900 71 0 71
12 [Carolina Water Service, Inc. CMUD - (Brandonwood) W 1997 $85,300 95 0 95
13 |Carolina Water Service, Inc. CMUD - (Farmwood A /:Applecreek) W 1997 $710,000 309 0 309
14 |Carolina Water Service, Inc. CMUD - (Farmwood 15,120, 21) W/s 1997 $785,500 203 95 298






Of these systems are water only, small subdivisions which were to be annexed by the City of
Charlotte. Moreover, CWS does not report the net utility plant in service for the individual
systems during annual utility commission reporting, therefore, to separate water and wastewater

financial allocation for these transactions is not applicable.

Similar to the physical comparables, the purchase prices were adjusted to reflect the Market to
Book value. The adjusted purchase price is listed in Table 6. The adjusted purchase price was
then utilized to reflect the amount of purchase per single family equivalent.

Based on our analysis of recent fransactions conducted by CWS with CMUD, the average
purchase price pet water and wastewater customer is $2,188, and for a combined River Hills
water and wastewater system, the potential premium purchase price based upon recent CWS to
CMUD sales is $4,923,913. Table 7 illustrates this analysis. |

7. SUMMARY AND CONCLUSION

- The comparable sales approach provides a mérketpiace value for utility acquisitions. Various
adjustments were made to certain elements of the selected transactions, in order to reduce the
differences between River Hills and the other systems.” The results of the comparable sales

—analysis reflect am adjusted price per SFE for the-water-and-wastewater systems. —This-analysis

 utilized the most widely employed indicator of value (the SFE) to arrive at an implied purchase

price, The comparable sales value for River Hills water and wastewater sysitems based on the

market approach is $2,775,138 as of May 1998 under the typical terms and conditions discussed

in this analysis. To the extent such terms and conditions are modified, then a corresponding
adjustment may be required. |

LWM/eh/c/e/projects/1998 ~15 - 052698
HAT # 98-225.00/rvrhills.rpt
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TABLE 6

RIVER HILLS UTILITY SYSTEM

RECENT CAROLINA WAlTER SERVICE, INC. TRANSACTIONS

869750

i Carolina Water Service, Inc. CMUD - (Idiewood Subdivision) W 1995 $174,000 1.227 $213,422
2 |Carolina Water Service, Inc. CMUD - (Providence West) W 1995 $184.,000 1.227 $225,688
3 |Carolina Water Service, Inc. CMUD - (Scuthwoods) W 1995 $330,000 1.227 $404,766
4 |Carolina Water Service, Inc. CMUD - (Hampton Green) w 1995 $405,000 1.227 $496,758
5  |Carolina Water Service, Inc. CMUD - (Forest Hills) W 1995 $445,000 1.227 $545,820
6 |Carolina Water Service, Inc. CMUD - (Saddlebrook) W 1995 $106,000 1.227 $130,016
7 Carolina Water Service, Inc. CMUD - (Suburban Woods) W 1996 $70,000 1.121 $78,500
8  |Carolina Water Service, Inc. CMUD - (Mallard Crossing) W 1994 $190,000 1.129 $214,604
9  [Carolina Water Service, Inc, CMUD - (Habersham) B W 1995 $266,000 1.227 $326,266
10 |Carolina Water Service, Inc. CMUD - (Hidden Hills & Farmiwood) W 1995 $173,000 1227 $212,195
11  |Carelina Water Service, Inc. CMUD - (Tarawoods) W 1997 $155,900 1.000 $155,900
12  [Carolina Water Service, Inc. CMUD - (Brandonwood) : W 1997 $85,300 1.000 $85,300
13 |Carolina Water Service, Inc. CMUD - (Farmwood A/ Applecresk) w 1997 $710,000 1.000 $710,000
14 }Carolina Water Service, Inc. CMUD - (Farmwood 15, 20, 21) W/S 1997 $785,500 1.000 $785,500
Notes:

(1) The purchase prices were adjusted based on ratio of market to book value of water utility companies
as listed in the C. A. Turmer Utility Report as follows:
(2) The adjustment factors were calculated based on the following ratios

Market/Book Adjustment

Year Ratio Factor
1990 1.28 1.227
1991 1.31 1.198
1992 1.39 1.129
1993 1.53 1.026
1994 1.39 1.129
1995 1.28 1.227
1996 1.40 1.121

1997 _ 1.57 1.000

Prepared by Hartman & Associates, Inc. 6/1/98
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TABLE 7

RIVERiHILLS UTILI'I‘Y SYSTEM
RECENT CAROLINA ‘ ATER SERVICE, INC. TRANSACTIONS
Implied Purc ‘ase Price per Number gf Customers

o

Prepared by Hartman & Associates, Inc. 6/1/98

1 |Carolina Water Service, Inc. CMUD - (dlewood Subdivision) W 1995 $213,422 92
2 [Carolina Water Service, Inc. CMUD - (Providence West) W 1995 $225,688 09 %2230
3 |Carolina Water Service, Inc. CMUD - (Southwoods) W 1995 $404,766 153 $2,646
4 |Carolina Water Service, Inc. CMUD - (Hampton Green) W 1995 $496,758 227 $2,188
5 |Carolina Water Service, Inc. CMUD - (Forest Hills} w 1995 $545,820 197 $2,771
6 (Caroline Water Service, [nc. CMUD - (Saddlebrook) w 1995 $130,016 56 $2,322
7 |Carolina Water Service, Inc. |CMUD - (Suburban Woods) W 1996 $78.500 94 $835
8 |Carolina Water Service, Inc. CMUD - (Mallard Crossing) W 1954 $214,604 88 $2,439
. 9 [Carolina Water Service, Inc. CMUD - (Habersham) : W 1995 $326,266 133 $2,453
10 |Carolina Water Service, Inc. CMUD - (Hidden Hills & Farmwood) {i w 1995 $212,195 90 $2,358
11 {Carolina Water Service, Inc. CMUD - {Tarawoods) W 1997 $155,900 71 $2,196
12 |Carolina Water Service, Inc. CMUD - (Brandonwood) w 1997 $85,300 95 58938
13 |Carolina Water Service, Inc. CMUD - (Farmwood A / Applecreek) W 1997 $710,000 309 $2,298
14 {Carolina Water Service, Inc. CMUD - (Farmwood 15, 20, 21) W/S 1997 $785,500 298 $2.,636
Average Price Per Water And Wastewater Customer Combined: $2,188
River Hills Utility System .
Number of Total Water and Wastewater SFE's: 2,250
Total Implied Purchase Price based on recent CWS sales: " $4,923,913 "






Considerations and Background Information

Lake Wylie Area Water and Sewer Service

December 14, 2005.

Water and Sewer System Structure:

The Lake Wylie area of York County is, for public water and sewer service, served by Carolina
Water Service, Inc. (CWS). CWS is a private public utility company operating in South
Carolina. CWS is a wholly-owned subsidiary of Utilities, Inc., a Chicago, IL based utility
holding company which is, in turn, owned by a Dutch international holding company.

Carolina Water Service (CWS) has owned and operated a water and sewer system in the Lake
Wrylie area since the late 1970’s. The original system was buili, primarily between 1970 and
1975, by the River Hills Plantation Company, the developer of River Hills Plantation in Lake
Wylie. The system included sewage collection and processing and water acquisition and
distribution. Water was obtained from deep wells in River Hills Plantation, and processed
sewage effluent from a processing plant in River Hills was released in Lake Wylie. In late 1996,
York County completed and began operating the necessary infrastructure to transport sewage to
..—Roek Hill, SC-for-processing and to-transport-water;first-from-York, SC and-now-from-Rock—
Hill, SC to Lake Wylie. Since this time, CWS involvement has been limited to the operation of
the sewage collection and water distribution system to and from the York County facilities and
from and to users in the CWS Lake Wylie Franchise District.

The Franchise District includes an area bounded on the east by Lake Wylie, on the north by the
North Carolina state line, on the northwest by Riddle Mill Road, on the southwest by Bethel
School Road, and on the south by a combination of Mountain View Road, SC Highway 49 from
the Charter Oaks subdivision to Five Points, and Lake Wylie Road and connecting roads to Lake
Wylie. The District includes residential areas in River Hills Plantation, Forest Oaks, Lake Wylie
Woods, Hamilton Bay Apartments, The Landings, Autumn Cove, Patriot’s Crossing, and Mill
Creek Falls. Also included are the Waterside Marketplace, Lake Wylie Plaza, Crowder’s Creek
Elementary and Middle Schools and several other public, religious and commercial facilities.

In summary, the L.ake Wylie area is served by a three-level system composed of CWS as the
initial collector of sewage and final distributor of public water, with York County as the operator
of the “transport system” moving sewage to Rock Hill for processing and moving public water to
Lake Wylie for distribution by CWS, and with the City of Rock Hill as the processor of sewage
and provider of public water.

Regulatory oversight of the system is provided by the South Carolina Public Service ‘
Commission (SCPSC) and its Regulatory Staff; and by the South Carolina Department of Health
and Environmental Control (SCDHEC). SC Legislators representing the area comprising the
District include State Senators Hayes and Peeler and State Representatives Norman and Kirsh.
The District is represented on the York County Council by Councilman Johnston





System Adeguacy:

In general, the CWS system has “met minimums”. That is to say it has been an adequate water
and sewer system in terms of meeting minimum standards established by state and federal
agencies. There don’t appear, however, to be any meaningful standards associated with the
relative operational efficiency of a private utility company in the water and/or sewer business. So
long as the company provides “adequate™ service, and does so in a manner which appears to be
“as good as they can do”, no consideration is given by the regulators, when setting rates, to the
company’s relative efficiency as measured in cost per gallon of water delivered or per gallon of
sewage handled. So long as the water is potable most of the time, and the sewage spills are few
and relatively small, and service interruptions are few and relatively short, everything is
considered fine. There is no required relationship between functional efficiency and rates.

There have been numerous instances over the life of the system where system failures, either
temporary or long-term have drawn regulatory criticism and, in some cases, have forced directed
remedies. These have included multiple spills of raw sewage in Lake Wylie; various leaks and
failures of pumping facilities and pipes; odor problems around CWS facilities; odor problems
with the water supplied; and coloration, mineral deposits, staining, etc. problems with the water
supplied. Some of these problems have been in the nature of “normal” maintenance with a
system of this type. However, it is believed by many that a large portion of these problems could
have been avoided by CWS with a combination of better planning and implementation for the
-upgrading of capital facilities and equipment, and better management of day-to-day operations.

The CWS management philosophy seems 1o be reactive as opposed to anficipatory regarding
operational problems.

A major piece of the system — the component serving approximately 1100 homes within River
Hills Plantation — is between 30 and 35 years of age. Not many substantial improvements have
been made to this segment of the system, and, as a result, the operational integrity of the system
is at question. During the reconstruction of the roads in River Hills, CWS tended to be
obstructive and uncooperative, despite having agreed that they would reconstruct segments of the
sewer system found to be collapsed or beyond reasonable repair. They resisted fulfilling their
agreements with regard to replacing collapsed or otherwise failed pipes and the necessary
substructure around the pipes. Many believe this shows a marked disregard for both the current
condition and the future usefulness of the system.

On the other hand, there are also large segments of the system such as the water and sewer
infrastructure within The Landings, Autumn Cove, Mill Creek Falls and other recent residential,
commercial, public, and religious facilities which have been installed and donated to CWS by the
developers of these communities and facilities. These facilities, because of their relative

newness, should meet all current standards and require only minimum maintenance.

A consideration with respect to this situation is that the CWS system is a combination of old,
fully depreciated, and likely suspect facilities over 30 years of age and new facilities less than 10
years of age which have been obtained by CWS from developers at little or no cost to CWS. This
does not appear to make for & system which brings with it much management or financial
commitment on the part of CWS as the owner, nor is it a system which appears to justify high
rates — reportedly twice the local and national average - on the basis of either return on assets or
return on investment,





A further consideration relates to the relatively small size of the system. Without evidence to the
contrary, it appears to many that both CWS’s Lake Wylie water and sewer system, and CWS’s
grouping of systems throughout South Carolina (on which the Lake Wylie rates are based) are
100 small individually and collectively to be able to be operated efficiently, assuming that
“efficien¢y” connotes both operational reliability and a cost structure supporting competitive
pricing.

Yet another consideration is that, while growth appears to be required in order to increase the
relative efficiency of a system such as CWS’s Lake Wylie water and sewer system, the high rates
produced by the currently relatively small size are a deterrent to the growth required to fix the
problem. The word gets around in the residential real estate market concerning high rates. High
rates have a significant negative impact on the ability of a community to lure businesses to the
area. Yet business growth is required in order to keep a reasonable balance in property tax rates
between businesses and residences. High utility rates tend to produce a spiral of lower growth
and lower property values. But the absolute amounts of property taxes need to increase to
maintain excellence in the public schools and amenities in the community. Sooner or later, the
bubble thus created has to burst. '

In summary, while the CWS system generally meets the minimum standards imposed by state
and federal regulators, the price / performance of the system — in the almost universal opinion of
its customers — is very poor. This is, in great part, a reaction to water and sewer rates that are
excessive by comparison with rates for comparable service in other areas, and a reaction to

——paying these rates-for service provided by a system which does not seem, in any financially

reasonable manner, to justify the rates. The general approach to maintenance and management of
the system is that of an operator who is bent on maximizing short-term revenues to the detriment
of long-term operations.

Regulatory Rate Setting Process:

The most recent request of CWS for a rate increase, submitted at the end of 2004, included
several (reportedly approximately 11 separate locations) CWS systems in South Carolina. The
Tega Cay system was not, for unknown reason, included. While the CWS application indicates
that a map of these locations is on file at the SCPSC, a copy was not included in the application.
The application does indicate that, at the time of the application, there were about 5,700 water
customers and 9,800 sewer customers represented. It’s not clear how many are water-only,
sewer-only, or both. No breakdown between residential and commercial customers is provided.
No indication is given of individual system size. Some growth in the customer base is indicated,
but no time frame is provided during which the growth is expected. No breakdown of the
Balance Sheet or Income Statement by individual system is provided.

The statement is made by CWS in the application that the “Applicant is entitled to have the
reasonableness of its proposed rates determined in accordance with the rate of return on rate base
methodology.” The rate base is primarily composed of “Gross Plant in Service” reduced by the
amount of “Accumulated Depreciation” and “Contributions in Aid of Construction” (the latter is
assumed to be infrastructure built by developers and donated to CWS). Because of the nature of
the Lake Wylie area water and sewer system, most of the Gross Plant in Service is either greatly
depreciated because of its age and likely had a low initial cost (the River Hills portion), or has
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been contributed recently by developers of such areas as The Landings, Autumn Cove, Forest
Oaks and Mill Creek Falls. Thus the Net Rate Base of the Lake Wylie District for purposes of
determining net operating income should be relatively small, although the number of customers
may be as high as 30% to 40% of the total customers referred to in the application, This appears
to mean that the Lake Wylie District, because of the combining of it with several other districts,
is likely to be subsidizing the overall net operating income and rate base dictated by the rate base
methodology while other districts are potentially contributing less than their fair individual share.

If it can be assumed that the statements and the adjustments made thereto are fair and reasonable,
the “painting of all the CWS systems with the same brush” appears to be the major potential
inconsistency in the process of determining the rate base and the resulting rates to achieve a
“fair” rate of return.

Unfortunately, the regulatory rate-setting process does not and, probably, cannot reasonably take
into account the size of an individual system in setting rates. But there do seem to be economies
of scale. It’s not clear how the size of a system affects the ultimate cost per customer, but it
seems likely that smaller systems such as Lake Wylie and the others in the CWS rate base are
relatively inefficient, with a relativety high cost per customer. Comparisons of Lake Wylie rates
to larger nearby systems and to the national average rates indicate that the effect of system size is
substantial. It may be that regulated publicly owned and operated monopolies structured on as
large a scale as practical are the only way to handle “commodity” utility services such as water
and sewage if the public is to be able to obtain economical utility service. But, since the SCPSC
is not likely to champion such an environment, the effort to do so must come from the grassroots
level:

Having surmised all of the above, it doesn’t appear that any definitive conclusions can be drawn
without a good deal of additional information.

Questions Related to the Status and Future of the CWS Lake Wylie Water and Sewer
System:

Suffice to say that the water and sewer rates in the Lake Wylie Franchise District are high. Any
conclusion as to whether they are unreasonably high and whether there is anything that can
reasonably be done about them requires a good deal of additional information. Following are
some questions and considerations which need attention: This is likely only a partial list of what
is required in order to proceed to any-significant next step. The questions are not in any particular
order of importance or priority.

1. A study of the Lake Wylie Franchise District water and sewer system and rate base was
reportedly undertaken by York County following an earlier rate increase. It’s not clear
exactly what the content and purpose of the study was and what, if any, conclusxons were
drawn. Is this study or partial study available?

2. A management audit of CWS was requested and reportedly agreed to by the SC PSC
Regulatory Staff. What is the status of this audit?

3. Detailed information is required regarding the Lake Wylie Franchise District water and
sewer system operated by CWS. This includes a balance sheet, income statement, and
capital assets list with valuations, sources and dates of construction and acquisition, and
detailed information on numbers and types of customers.
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4. Detailed information as above is required on other CWS systems in York County, so that
a reasonable plan for the County can be developed. _

5. Detailed information as above is required on other CWS systems in South Carolina, so
that reasonable conclusions can be reached regarding the combined rate setting process.

6. Detailed information as above is required on the portion of the Lake Wylie system
infrastructure which is owned and operated by York County inciuding its financial status
and expected growth.

7. Detailed information as above would be useful regarding the other water and sewer
systems operating in York County including Rock Hill, Fort Mill, Tega Cay, York and
Clover including what are the current rates for water and sewer service in each?.

8. What are the water and sewer rates in nearby areas such as Mecklenburg County,
Charlotte, Gaston County, Gastonia, etc.?

9. What is the process for public acquisition of a private asset such as all or part of the CWS
presence in York County through eminent domain or other means? What is required to
initiate the process in areas such as information and approvals? How long does the
process likely take? What twists and turns in the process should be anticipated?

10. What state and/or federal grants might be available to assist in the study and/or
development of a local, county-wide, or regional water and sewer system?

11. What sources of funds are available for acquisition and payoff of such a system e.g.
bonding, taxes, system revenues, etc. How would this be structured?

12. Who would “own” the system e.g Rock Hill, York County, a “Lake Wylie Water and
Sewer Authority”, the “Town of Lake Wylie”, etc.

13. Does the State of South Carolina or York County have the wherewithal to force the
creation of a county-wide water and sewer system through the consolidation of the .

existing systems in the county? Why would either want to do this? Why wouldn’t either
want to do this? Why would the individual systems want to have this happen? Why not?

The primary sources of the answers to the questions and the data required are the SCPSC, the
Regulatory Staff of the SCPSC, York County Staff, the York County Attorney, CWS, and

- knowledgeable citizens. The primary communication points with these sources are our
legislators, councilpersons, public advocates, and citizen groups organized with an improved
local water and sewer system as their objective.

Special Tax District Considerations:

. One alternative to provide a structure for the funding of a buyout of CWS is the creation of &
Special Tax District. This would likely be done in conjunction with a bond issue to generate
the initial funds needed for purchase. Special Property Taxes collected within the district
would be used to repay the principal and pay the interest on the bond. It might also be
possible to use some portion of the revenues from the system to assist with the repayment.

Powers are granted to the couaties by South Carolina state statute under the Home Rule
Act to tax different areas of the county at different rates in order to provide for a
particular service or for an enhancement of a service a]ready provided. Special tax
districts can be created to address any number of service needs that residents of an area
desire.

Creation of a special tax district can be initiated in one of three ways:
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1. By petition of 15% of the electors (registered voters) in a proposed district to the
county council, friggering a special election. (Can be at the time of a regular
election or at another time selected by the council).

2. By apetition of 75% of the resident freeholders (property owners) who own at
least 75% of the assessed value of real property in a proposed district to the county
council.

3. By ordinance of the county council when the proposed special tax district
comprise the entire unincorporated area (of the county).

The special tax district may be operated as an administrative division of the county, or
county council may appoint a comumission consisting of three fo five members and
provide for their terms of office.

In this case, the special tax district could include all of the area within the franchise area
granted to Carolina Water Service. It might also be possible to include adjoining areas for
which no franchise currently exists, if any such areas exist.

Ultimate Service Area Objective:

A question to be dealt with is whether this special tax district (proposal) might be
combined with other similar special tax districts in areas such as Clover, York, Tega Cay,
Smyrna, Hickory Grove, Sharon, and Fort Mill, so as to include all the area ouiside the
Rock Hill service area. Should the ultimate objective be to combine all these areas into a

county-wide system opetrated through and/or by the current Rock Hill Water and Sewer
Service.

Ownership and Financial Information Regarding CWS:

As comprehensive a set of information as is or can be required to be publicly provided by
CWS is needed in order to realistically evaluate the possrbrhty of York County or other
pubhc entity acquiring the assets and operations of CWS in the Lake Wylie Area and/or
in other parts of York County which may become a part of the overall plan.
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Estimated Bills (based on 1,000 ¢f or 7,500 gal residential monthly usage’

City/County State Water Sewer Combined
Charleston : SC $ 15.81 $ 42.16 $ 5797
Clover SC $ 41.44 § 67.91 $109.35
Fort Mill SC $ 23.53 $ 3048 $ 54.01
Georgetown County SC $ 22.76 $ 29.66 $ 5242
Greenville SC $ 10.85 $ 32.25 - $ 4310
Horry County sc $ 17.81 $ 19.45 $ 3726
Rock Hill sC $ 18.51 $ 34.84 $ 5335
Spartanburg SC $ 14.29 $ 30.50 $ 44.79
York County SC $ 37.16 $ 42.56 $ 7972
Asheville NC $ 35.62 $ 34.50 $ 70.12
Cary NC $ 2430 $ 25.76 $ 50.06
Chapel Hill NC $ 26.98 - § 2885 $ 55.83
Charlotte NC $ 1245 $ 24.55 $ 37.00
Durham NC $ 14.14 $ 27.80 $ 4194
Fayetteville NC $ 1937 : $ 32.38 $ 51.75
Gastonia : NC $ 29.07 $ 35.39 $ 64.46
Greensboro NC $ 16.15 $ 21.00 $ 3715
“Wilmington —— B NC-—--- - %160 82690 — —§-3850—
Sample Average $ 21.77 $ 32.61 $ 54.38
US Average for All Systems * $ 19.85 $ 23.63 $ 43.48

* from the RFC 2004 Rate Survey
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REPORT SUMMARY

The purpose of this analysis is to estimate the market value of the Carolina Water Service, Inc.
(CWS) water and wastewater system in the Lake Wylie area, including the River Hills systems,
located in York County, South Carolina.

Valuation of the CWS System

The analysis presented in this repott is based on both a 25-year period and through to
perpetmty The appraisal methods and their results are summanzed in the table below:

Estimated V'l]uc of the CWS Water Al'ld

Valuation Method

$1. 9 mﬂhon (25~ycar i ecycle)
| $3.4 million-{in perpetmty) :

Income Cap_ltahzanon :
Adssessment of the mtility’s m/ue ar an o gomg bzt.fme.r.f coniern -

'Compatable Sales S R
- Ecantines the recent sales cy” systenss of .rzmlar bpes, lomtzam, | $11.2 million
-and 5iges v

Income Capltallzatlon Approach

Using a 25-year perlod of analvsls the value of the water system is estimated to be worth

approximately $0.9 million and the, wastewater s}rstem is estimated to be worth $1.0 million
(Table 2-5). 'Ihelr combmed valu isi.approxunatcly $1.9 million.

Extending; the penod of record into: perpetuity results in 2 combined value of approximately $3.4
rmlhon-(- $1.6 million for Water and $1. 8 million for wastewatet}.

ment Cost Less Deprec1at10n Method

Based on the documentauon £ assets, the estimated replacement cost for CWS’ major assets is
$28.2 million. Subttacung accumulated depreciation based on construction date yields a
replacement cost fess’ dppreciatlon of $14.5 million. Considering the value of contributed assets,
the net estimate of the:system’s value under the RCLD apptoach is $6.6 million, which includes
both the watet and wastewater system (Table 2-8).

Comparable Sales Method

A range of sources was considered in developing the comparable sales approach. Thete have
been just a few recent system sales in South Carolina, none in proximity to the CWS system.

! Perpetuity is defined as the period of time in which the present value factor goes to 0.000, using an 8.60%
discount rate, which makes the years of 2005-2094 the period of analysis for this study.
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These recent South Carolina transactions suggest a total value in the range of $5.0 million.
Comparable sales from North Carolina primarily consist of Charlotte-Mecklenburg Utilities’
(CMUD) putchases of surrounding developer systems during the 1990’s. The most defendable
estimates appeat to be those developed by Hartman and Associates in 1998, when York County
initially contemplated acquiting the River Hills system. Adjusting these estimates for inflation
and system growth results in a total system value estimate ranging from $10.7 to $11.6 million.
Howevet, it should be noted that these estimates do not consider Contributions in Aid of
Construction (CIAC) that may offset the system’s market value.

Summary of Valuation E.st-imates

The income approach yields the lowest value, and the comparable‘siles yields the highest value
with a difference of $7.8 million between them (see Table:2-11). “The RCLD approach lies
between but is closer to the income apptoach estimate. Qwerall, the range of estimated values is
qulte wide. A possible explanation for the income: approach yielding 2 significantly lower
estimate may be the constraint placed on the owner’s return, due to a-lack of rate base
attributable to depreciated assets and substantial CIA . As a résult, the South Carbhna Office of
Regulatory Staff (ORS) and Public Service Commissiot pproptiately constrains CWSS profit to a
rate of return on operating expenditures. However, ma ties have 2 rate base in excess of
annual operating expenditures. If this was the case with CWS thc income approach would yield
higher values for the enterprises. ' :
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1.0 INTRODUCTION

Purpose

The purpose of this analysis is to estimate the market value of the Carolina Water Service, Inc.
(CWS) system in the Lake Wylie area, including the River Hills community. York County, South
Carolina (the County), is currently considering purchase of the CWS system for purposes of
integration with its own utility systems. The purchase price and requj.ted capital improvements
will be a critical component of the overall feasibility of the County’s acquiring and operating the
CWS system. This valuation includes the water and sewer assets of CWS located within the
“CWS Service Area” of York County as established by the franchlse ‘agreement dated January 28,
1992, between Carolina Water Service, Inc. and York County. . See’ Figure 1 for the location of
the CWS Service Area. Current water and wastewater system tnaps within the CWS Service Area
were provided to HDR Engineering, Inc. of the Carohnas (HDR) by thc County from
information provided to it by CWS. 5 :

Methods of Valuation

Three standard appraisal methods will be used to estimate the utlity’s value: the income
capitalization approach, the replacement cost approach, and the comparable sales approach.
These approaches are briefly discussed below. Unique charactensttcs of the CWS system with
respect to the application of each of these methods=are discussed in subsequent sections.

Income Capitalization Approach

The income capltahzatlon approach aAs5e85e8 the unhty 8 value as an on—gomg business concern.
The present value of future profits generated by the enterpnses is conSLdered in order to

Aot PR Ry
eI nCTIOW

As suggested y its name, the,replacernent cost approach uses the replacement cost of the assets
as the basis fot their vakiation. In most cases, the replacement cost also considers the
accumulated depremamen ofieach asset, resulting in the replacement cost if newly constructed less
depreciation (RCLD 6t RCNLD). This méthod has a wide degree of acceptance in helping to
place values on watef and wastewater ufilities but has some shortcomings with respect to
assessing functional obsolescence of assets and inherent uncertainties regarding the condition of
butied assets.

Comparable Sales Approach

The comparable’ sales method examines the recent sales of systems of similar types, locations,
and size. Itis a true market test of the systems, regardless of their income generating capacity or
replacement cost. As attractive as this market test may be, water and wastewater systems are not
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homogeneous commeodities and finding truly comparable sales may be difficult. However, there
arc several potential metrics that can be used to normalize this method for application across
utilities of varying sizes, including a simple sales ptice pet customer benchmark and 2 sales price
to book value ratio.

Integration of the County System with the CWS Water and Wastewater
Systems

The CWS system is currently supplied with potable water on a wholesale basis from the County.
The County purchases this water from the City of Rock Hill. Wastewater treatment for CWS is
also provided by the County, who transposts the wastewater flow from CWS to the City of Rock
Hill for wastewater treatment and discharge. In regard to water supply and wastewater treatment,
the County and CWS systems ate integrated. Should the County acquire the CWS system, the
wholesale aspect of the County’s operations would terminaté-and the ‘cutrent CWS residential
and commercial custorners would become County retail: éistomers. County bﬂhng systems would
requite updating to effect this change. The County is cutrently converting its water meters from
conventionally read meters to Automated Meter Readmg (AMR) For conslstency, the meters in
the CWS Service Area would need to be updated with AMR. .~

HDR has conducted a preliminary engineering evaluation
Service Area. In order to serve the curféﬂ

=_1:he water storage needs of the CWS§

resolved & 1t of the acquis,ﬂ' .
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2.0

VALUATION OF THE CWS SYSTEM

Income Capitalization Approach

Several characteristics need to be considered when developing the income capitalization
approach for the CWS system. They are as follows:

From a utility rate-making perspective, CWS does not have a significant rate base. The
rate base can generally be defined as the book value of existing assets, ot its original cost
less accumulated depreciation. Regulatory agencies typically allow a rate of return on the
rate base, or book value, of a private utility’s assets. This rate of return times the book
value is the “profit” allowed by the agency. Although ify good Workmg condition, some
of the CWS system’s assets, particularly in the River Hills area, are nearing their expected
useful lives. In addition, a ma]or portion of the assets was contiibuted by developers in
the form of Contributions in Aid of Construction (CIAC). A private utility is generally
not allowed a rate of return on these contributed assets. The cost of 2°CIAC asset was
passed on to the customer in the cost of the property by the subdivision developer, and
thetefore was already paid for by the time the asset was given to CWS. Therefore, CWS
is not allowed to charge the customers again for: the same asset. Stated another way,
thete is not much value in the conttibuted assets on which the water and wastewater
system ownet can claim a rate of return. However, desplte a low rate base, the ORS
allows CWS to gain an approxithate-8.00 percent return on O&M expenditutes.
Thetefore, annual revenue for the water and wastewater Systems is the sum of CWS’
O&M expenditures (prlor to income taxes) plus the: a]lowed 8.00 percent rate of return.

Based on the data prov:lded by CWS and its regulatoty ﬁhngs there appear to be relanvely

and wastewatet sefvices and is in genera]ly' good condltlon the current owners of the

system are not aggressively pursulng systern expanslon or capital upgrades In response

__.'-?:In rnost cases, 4 much longef .petiod of analysis is consldered including values into

petp tuity. ThlS analysm will report watet and wastewater income capitalization valuations

Assumptions Uséd for the Income Capitalization Approach

The following assumptt_o_ns were incorporated into the income capitalization approach:

An inflation rate of 3 percent per year was assumed for all future costs.

‘The CWS water and wastewater systems, including both usage and the number of
customers, 1s assumed to grow at a tate of 2 percent per year through 2055, and 1 percent
thereafter.

? Perpetuity is defined as the period of time in which the present value factor goes to 0.000, using an 8.60%
discount rate. Based on this, years 2003-2094 is the period of analysis.
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All expenses and revenues reported by CWS in its 2005 rate case filing are incorporated
into this analysis. To the extent information is available, revenues and expenses were
allocated between the water and wastewater entetprises as reported to ORS. If not
already allocated, revenues and expenses were evenly divided between the two
enterprises. Exceptions were made for meter reading and chemicals, which were ditectly
allocated to the water udlity (for meter reading) or allocated based on engineer’s
judgment.

Water operating revenues include water or wastewater service: charges and other non-
operating revenues such as connection meter fees, new customer charges, and
miscellaneous fees. The non-operating revenues wete evenly allocated between the water
and wastewater enterprises.

System operating costs are assumed to increase over titne with thé rate of inflation and
with the rate of system growth. An excepnon to this 1§ water metet- teachng costs, which,
due to the future prevalence of automated teter readmg (AMR) technology, will likely
decrease in real terms over time. For this analysls incteases in meter reading costs after
2010 are assumed to be for inflation only, unplylng that there will still be some level of
meter reading required in 2010. However, in proportion to operating costs, metet
reading costs will decline steadily’ over time. R

Enterprise revenue requirements, whl ate assumed equalto.tevenues, are calculated as
the system’s total operating expense plus. depreclaﬂon plus amortized capital
improvements, plus taxes other than mcome ‘faxes, ,_us the allowed return.

The allowed retorn is calculated as the operattng expense plus property and payroll taxes

times the allowed:rate of return ot 8.00 percent of this sum.

Itis assumed that th andPSC le.liallow CWS to increase watet and wastewater

et to l{ée'p pace with increasing operating costs.

-gTaxes other than mcome tax are trended upward from their current levels through the

- pédod of analysis.

Incom”;‘tax rates wer :':'assumed to be 20.6 percent of total operating income.

The period nalysls is 2005-2094. For brevity, estimated values for years 2014 through
2093 are not shown in subsequent tables, but will be supplied to the County clectronically
- by HDR.

Water System Revenue and Net Operating Income

Table 2-1 shows tevenues, expenditures, and net operating income for the CWS water enterptise
over the period of analysis. Table 2-2 shows how the revenue estimate was derived as the sum of
operating expenses plus the allowed rate of return. The allowed rate of return is the sum of
opetating expenses plus taxes and fees, all multiplied by 0.080.
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Table 2-1 shows that income taxes are paid on the total operating income (tevenues minus
operating expenses and taxes other than income tax). The net operating income serves as the
basis for the income capitalization approach.

Wastewater System Revenues and Net Operating Income

Tables 2-3 and 2-4 correspond to Tables 2-1 and 2-2, respectively, and show how net operating
income was derived for the wastewater system.

Results of the Income Capitalization Approach

‘Table 2-5 derives the income capitalization value of the watet and wastewater systems These
values do not yet include financial assets, or other assets or habﬂ.mes of the CWS system. For
each system, net operating income is esttmated for each year of the penod 2005-2094. 'This
figure is multiplied by the discount factor applicable to eich year. These:discounted income
estimates are summed over the period 2005-2029 (25 y"eais) and through perpetulty

Using a 25-year period of analysls the values of the water and wastewater systems are neatly
identical. The watet system is estimated to be worth shghtly less than $1.0 million ($0.93 million)
and the wastewater system is estimated to have a value of 151 O mllhon for a combined valuation
of about $1.93 million. Y n

Extending the period of record into perpetmty‘-wﬂl result in a combmed value of approgimately
$3.45 million ($1.65 million for water and $1 80 mﬂhon for Wastewater)

Replacement Cost Method

Developing the RCLD l' ,ethod o éluatlon requ.tred four tasks:

* Document inspec ot erlfyth presence'and condition of the assets.

® Develop estimates of
. Ad]ustment 'of: y placcment cost by the accumulated depteciation for each major type

__;-of asset. : :
. "Denvauon of the R -,LD value estimate.

lacement costsifor each type of asset.

ith systern maps supplied to the County by CWS. In addition, several other
maps for subdivisions were obtained from the CWS field staff or from County Engineering.
Based on this data acquisition and field confirmation, HDR believes that the cutrent assets of
CWS have been tabulated in the County Geographic Information System (GIS). The level of
detail that has been input into the GIS varies based on the detail provided in the CWS mapping
information. For example, for most of the more recently constructed subdivisions, actual
construction “as-built” drawings were used resulting in the most accurate infortation. In other
sections, specifically the otiginal River Hills system, consttuction drawings are not available, so
the level of detail input into GIS from the maps provided is less. Table 2-6 lists the various
system expansion ateas for the CWS system and the year of inclusion into the CWS System for
depreciation purposes.
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Table 2-1

Carolina Water Service, River Hills Service Area

Water Utility Operating Income

Inflation Rate 3.00% -
Growth Rate 200% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%
2005 200% 2013 2014 2015 266 207 2018 2019 2020
Water operating revennes (Table 2-2) /1 $ 703305.% 704621 ¥ 740275 B 7 733§ 817,08 $ 993,797 $1,043,528 $1,095759 $1,150.615 31,208,230 $1,268,742 §$1,332,297 31,399,048
Adroinistrative and General Expenses v
Salaries and wages § 40738 § ':42.79_9 $ 60464 § 63,524 3 66738 § 70,115 F 73,663 T390 § 81,306 § 85420
Permit fees 6,036 634 8,958 2411 9,888 10,388 10,913 11.468 12,046 12,655
Purchased water, net 1,808 - - - - - - - - -
Puarchased power 6,070 6,377 9,009 5,465 9,934 10.447 10,976 11,531 12,115 12,728
Chemicals 563 591 836 878 922 969 1,018 1070 1124 1181
Meter reading 17,466 18,350 24,428 25,161 25,916 26,693 27,494 28,319 29,169 310,044
Uncollzctable accounts (ablocated ro w 3.224 3,387 4,785 5.027 5,282 5,549 5,830 6,125 6435 6,760
Outside services 47 49 70 73 77 &1 85 83 94 99
IT Department - - - - - - - - - -
Rent - - - - - - - - - -
Office supplies 3% 411 581 610 641 674 708 744 781 821
Billing and customer service - - - - - - - - -
Insurance 4,245 4,459 6,300 6,619 6,953 7,305 7,675 8,063 8471 8,900
Offize utilities 729 765 1,081 1,136 1,193 1.254 1,317 1,384 1,454 i,528
Misceilaneous expense 4,568 4,799 6,780 1123 7483 7.862 8,260 8,678 2,117 D578
Expenses allocated from WSC 73,615 17,340 109,261 114,790 120598 126,700 133,111 139,847 146,923 154,357
Short tem interest expense 540 567 301 Nt G 884 929 976 1,025 1,077 1.131
Subtotal 160,129 166,237 233,354 244,659 256,520 268,966 282,026 295,730 310,111 325,201
Water Operating Expenses
Salaries and wages 242.591 254,866 295,545 378277 397418 417,528 438,654 460,850 484,169 508,668
‘Water plant maintenance 25003 26,268 30461 38,988 kel 1743033 45211 47 498 49902 52427
Maintenance of facilities 5,280 5,547 6,433 : 8,233 8650 0,088 9,547 190,030 10,538 16,071
Operators expense 2,729 2,867 3,324 4,050 "7 4,255 4,470 3696 4,934 5,183 5446 5721
Testing 12.935 13,590) 15,759 (16,556} 19,198y (20,170)  {21.190) (22.263) {23,389) (24,573) (25.816) (27,122)
Subtoral 262,667 275958 320,004 389,856 409,583 430,308 :452,082-: 474,957 498,990 524,239 550,765
Depreciation 95,168 99,984 115,942 141,251 148,398 1559077 .163,796 172,084 180,791 189,939 199,550
Taxes other than income 132,592 139,301 161,534 196,795 206,753 217215: 228,206 239,753 251,885 264,630 278,020
Amortization 1ax credil (1,297 (1.362) (1,580) (1,924) {2,022) {2124) (2,231} (2,344) (2,463) (2,588) 2.719)
Amortization tax PAA (1,042} (1.095) (1,269) (1,547) {1,625) . (1.707) {1,793y~ (1,884) (1,979) (2,080) (2,185)
Amortization of CTAC (38.204} (40,137} (46,543) (56,703) __ (59.572):  {62.586) (65.733) (69.080) (72,573) (76.248) (80.106)
Subtotal 187.218 196,691 228,085 271,873 291,933 % 306,705 322224 338,528 355.658 373,654 392,561
Total operating income before income taxes $ 93,202 $ 65,736 $ 69062 $ 72556 % 76,228 5 92,714 3 ?_-7,_353 $ 102,226 3 107,344 $ 112,719 $ 118364 $ 124293 § 130,520
Incotme 1axes 19,218 13,542 15,703 19,099 20,055 21,059 22,113 23,220 24,383 25,604 26,887

Nel operating income

$§ 74074 % 52194 § 54835 § 57610 § 60,525

63,587 5 66767 § 70,107 § T615 § 77298 § 81,167 $ 85231

$ 89499 % 93981

$ 98,689 $ 103.633

L/ The value for 2005 is actual tevenue for the water enterprise, consisting of water charge revenues and a 50-50 a1

ocation of revennes common to both utilities. For 2006 and beyond, revenues are caleulated from Table 2-2.





Table 2-2
ervice, York County Service Area
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2005 006 2007 2011 2012 2013 2014 2015 2016 2017 2018 2018 2020
Operating expense (Table 2-1) § 422,796 3 442,195 -'-$_f'.t_l_é 5710 65,519 $ 593660 §$ 623,211 § 634242 § 686828 $ 721,048 § 736,983 § 704,720 § 834349 % 875966
Depreciation 95,168 99,984 105,043 127972 134447 141251 148,398 155907 163,796 172,084  180,7%1 189,939 199,550
Amostization {40,542) (42,593) {44,749% (54,517 {57,275) {60,173) {63,218) (66,417) (69,778) (73,308) {77,018) (80,915} (33,009)
Taxes other than income 132,592 139301 146349 178205 187317 196795 206,753 217215 228206 239,753 251,885 264,630 278,020
Income taxes 19,218 13,542 14,227 6 17,323 18,189 19,009 20,085 21,059 22113 23,220 24,383 25,604 26,887
Subtotal $ 629231 § 652427 $ 685,440 794,844 § 834,592 § 876,338 § 920,182 § 966,220 $1,014,591 $1,065384 S$L,I18,731 81,174,761 31,233,608 $1,295415
Allowed return :7.
Allowable O&M expense 629,231 652427 685440 720,123 794,844  834,5027 338 920,182 966,229 1,014591 1,065384 1118731 1174761 1,233.608 1205415
Rate of return 8.00% 8.00% £.00% 8.00% 8.00%  -'800% - B.00% 8.00% 8.00% 2.00% 8.00% - 8.00% B.00% 2.00% 8.00%
Return $ 50,338 $ 52,194 § 54835 § 57610 - 63,587 866,767 $,70,107 $ 73615 § 77,298 § 81167 § 85231 $ 89499 5 93980 § 98689 § 103,633
Total requi A

$-946445 3 993,797 _$:1;I‘J43,528 $1,095,759 $1.150,615 $1,208,230 5i,268,742 31,332,297 §$1,399,048
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Table 2-3

Carolina Water Service, York County Service Area
astewater Utility Operating Income

Inflation Rate
Growth Rate

Wastewater operating revenues (Table
2-4)

Administrative and General Expenses
Salaries and wages
Permit fees
Purchased ww treatment
Purchased power
Chemicals
Meter reading

Uncollectable accounts (allocated to

water)

Outside services

I'T Department

Rem

Office supplies

Billing and customer service
Insurance

Office utilities
Miscellaneous expense
Expenses allocated from WSC
Short term interest expanse

Subtotal

Sewer Operaling Expenses
Salaries and wapes
Sewer plant maintenance
Sludge/rodding
Maintenance of facilities
Operators expense
Testing

Subtotal

Depreciation

Taxes other than income
Amortization tax credit
Amortization tax PAA
Amertization of CIAC

Total operating income befercincome ta § 73,174 $ 73,084 § 75782 § B0G67 § 84,949

Income taxes
Net operating income

3.00% a3

2.00% 2.00% 2.00% 2.00% 200% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 200%

2008 2007 2010 2011 2012 2013 2014 2015 2016 2617 2018 2019 2020
§ ! TB03,824 § B44497 § 87,_ 20§ 932,122 .='$ 679,288 $1.028,829 $1,080.877 $1,135558 $1,193,006 $1,253,360 $1,316,768 $£1,383,384 31,453,370 §1,526,807 851,604,145
40,738 w. 42,799 54,780 57,552 60,464 63,524 66,738 0,113 73,663 17,390 81,306 85420
6036 6341 8,116 8,527 8,958 9,411 9888 10388 10913 11466 12046 12,655

(£0,725) - - - - - - - - - .
37,882 50.940 53,517 56,225 59,070 62,059 65,199 68,499 71,965 75,606 79,432
385 518 544 5N 600 631 663 696 731 768 807
3224 4.127 4,335 4,555 4785 5027 5,282 5,549 5,830 6,125 6,435 6,760
47 66 70 73 77 81 85 89 94 99
392 411 432 7 353 581 610 641 674 708 744 781 821
4245 4,459 4,685 49227 RE 5996 6,619 6.953 7305 7675 8,063 8471 8,900
729 765 804 845 ooiges 1,029 1,136 1,193 1,254 1,317 1,384 1454 1,528
4,568 4,799 5,042 5,297 '5,565 6,453 £ 7,123 7.483 7.862 8,260 8,678 9,117 9,578
73,615 77,340 81,253 85,365 8O 103,999 114,790 120,598 126,700 133,111 139,847 146,923 134,357
540 67 595 626 7 = ‘841 334 929 976 1,025 LO77 1,131
$ 161,674 § 181,122 $ 190,287 § 199,915 § 210,081 $ 268,'8'25_5- $ 282428 § 206719 § 311,733 3% 327,506 $ 344078 § 361488
242,591 254866 267,762 281,311 295,345 372277 WIAIE 417,528 438,654 460850 484169  SOSGE8
59,284 62,284 635,435 68,746 72, 92,443 97,1 21 102,035 107,198 112,622 118,321 124,308
26,046 27,364 28,749 30,203 31,782 X 40,614 42669 1 44,328 47,097 49,480 51,983 54,614
5,280 5,547 5,828 6,123 6,433 6,758 7,837 8,233 86507 70 9,088 ©.547 10,030 10,538 11,071
2,729 2,867 3,012 3,164 3, 3,492 4,050 4,255 .- 4470 4,696 4,934 5,183 5446 5,721
335,929 352,927 370,785 389,547 409,258 429,966 451,723 474,580 498,594 523,822 - 550,328 578,174 607,430 638,166 670457 704,382
95,168 99,934 105,043 119,358 115,942 121,809 127,972 134,447 141,251 i 1&_8,‘;3:9'8 155,907 163,796 172,084 180,791 189,939 199,350
132,592 139,301 146,349 153,755 161,534 169,708 178,295 187,317 196,795 ..~ .206,753 17,215 228,206 238,753 251,885 264,630 278,020
(1.297) (1,362} (1,431} (1,503} {1,580) (1,659 (1,743} (1,832) . _(1.9‘24):3 v (2,022) (2.124) (2.231) (2.344) (2,463} (2,588) (2,719
(1,042) (1,095} (1,150) (1,208} {1,269) (1,334} (1,401} (1,472) '(1‘_,_54’1) T (1,625) (1,707} {1,793) (1.884) (1,979} (2,080) (2,185)
(38,204) (40,137} (42,168) {44,501y {46,543) (48,398) (51,372) (53,972 (56,703) (59,572) (62,586} {65,753) (69,080) (72,575} {76,248) {80,106)
187,218 196,691 206,643 217,099 228,085 239,626 251,751 264,482 277873 291,933 306,705 322,224 333,528 355,658 373,654 392,561

$ 15074 $ 15055 $ 15817 § 16617 3 17468
$ 53,100 § 58029 5 60,965 $ 64050 § 67,201

$ 89037 § 93,532 $ 98,254 $ 103,214 § 108,426 $ 113,900 $ 119,651 $ 125693 § 132,040 ~§ 138,708 § 145713
$ 18342 § 19268 % 20240 $ 21,262 § 22336 § 23463 $ 24,648 § 25893 § 27,200 § 28574 § 30017
$ 70696 $ 74264 5 78014 § 81952 5 86090 $ 90437 $ 95003 § 99800 5 104,840 3 110,134 § [15696
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Table 2-4
I na Water Service, York County Service Area
Wastewater Utility OF'e ting Revenues and Revenue Requirements

Dperating expense (Table 2-1)
Depreciation
Amortization
Taxes other than inceme
Income taxes

Subtatal

Allowed ceturn
Allowable O&M expense
Rate of teturn
Retan

Tolal revenue requirement/evenuss

2005 2006 2007 2014 2015 2016 2017 2018 2019 2020

aon 2012 2013

§ 497,603 § 534,049 °§.56 58462 § 619289 § 630625 $GRIS46 § TISI34 § TSAATL § TOLGAE § 3LTS6 5 74893 § 919163 § 965672 $1014535 $1.065871

95,168 99984 105043 110,358 15942 131,809 20127,972 134,447 141,251 148,398 155,907 163,7% 172,084 180,791 189,939 198,550
(40,542)  (42,593)  (44,749) (47,013} (Al i (57,2715 (60,173) (63218 (664170  (69778)  (73308)  (7T0I%)  (8DDI5)  (B5.009)
132,592 139301 146,349 1:53.15, : i 199708 178295 187,317 196,795 206,753 217215 228206 239,753 251,885 264,630 278,000
19,218 13,542 14,227 “oii4,947 15,703 6,498 17,323 18,189 19,09% 20,035 21,059 22,113 23,220 24,383 23,604 26,887

$ 704038 5 74281 § 781942 § 821508 § 863

"$ 906,748 $ 932,620 31,000,812 $1051,443 51,104,635 $1,160519 51,219,230 ST280911 91,345,713 $1.413,704 §1485319

051443 1104635
. 800%  3.00%
065 & 84115 5 8637

1,160,519 1,219,230 1280911 1345713 1,413,794 14852319
3.00% 3.00% 3.00% 3.00% 3.00% 8.00%
$ 92842 § 91538 § 102473 § 107,657 § 113,104 3 118826

04038 T44281  TRL9AZ 821508 863076 916,743 952600
B00%  800%  B00%  BOO% BT [B00%. 0K ‘
$ 56323 5 59542 § 62555 $ 65721 5 690465 {2540 % 6210 5 -

§ 760361 S 803824 § BA4A97 S 887209 § 932122 § ¥i0.ss 51,028,829-";_ 103006 $1:253.360 1316768 $138338¢ S$LAS33T0 $1526,807 $1,604,145
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Table 2-5

fer Service, York County Service Area

Utility Valuations Using Income Approach

Discount rate
Water System

Net operating income (Table 2-1)
Present value factor
Present value of net operating income

25-year present value (rounded)
In perpetuity

Wastewater System
Net operating income (Table 2-3)
Present value factor
Present value of net operating income

25-year present value (rounded)
In perpetuity

2005 2006 . : 2009 2010 2011 2012 2013 2014 2094
$ 74074 $ 5239 610 $ 60,525 $ 63,587 $ 66,767 $ 70,167 % 73,615 $ 77,298 $ 2,653,987
1.000.. 0.794 0.735 0.681 0.630 0.583 0.540 0.500 0.001
3 74,074 § 45733 § 44488 § 43277 § 42,075 § 40907 § 39,772 § 33,668 - 5 2,813
$ 931,000
$ 1,638,000
$ 58,100 % 58,029 $ 60,965- $ 64,050 $':".57;291 $ 70,696 % 21',56'2; ~$ 78014 $ 81,952 § 86,090 - $ 3,000,432
1.000 0.926 0.857 0794 2570735 0.6 0.630 -, 0.583 0.540 0.500 . 0.001
$ 3,180

$ 58,100 $ 53,730 § 52,268 |§ 50,845

1,014,000
1,809,000

w o

$ 46,799 $"“_ 45520 $ 44276 § 43,065






Table 2-6
CWS Development History

Year

NS Svgte X - S ivisic .
CWS System Area or Subdivision fncluded

'Rlver Hills; Harmll:on $ Bay, Lake Wyhe Woods T Bones and Phasc 1 of Forest:

Figure 3 presents the GIS location daté.—‘-‘if
GIS location data for the Wastewater Syste

Site Inspection

W_Where mapping data was unclear, field
wis held in the County Pub].tc Works ofﬁces

communicatioi with ORS and PSC staff regatding the CWS system.

Replacement Co; t:-;_ -

Replacement costs for the assets, including pipes, force mains, hydrants, manholes, pumping
stations, tanks, and other collection or distribution system assets were developed from recent
engineering bid documents obtained by HDR. Unit pricing was developed from bid tabulations
for 23 HDR designed water and sewer projects recently bid in the Carolinas and updated for
May 2007 costs using the Engineering News Record Construction Cost Index (CCI). Unit pricing
using this approach was used to estimate the system replacement costs.

Gonfidential Proprietary Information 18 Valuation of the
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Replacement costs for real estate assets, such as land and buildings, were based on the most
recent assessed value for property tax purposes. It should be noted that only four properties are
listed under CWS control. Property ownership of the land for many pumping stations was not
found and, thetefore, propetty value is not included in this valuation.

Appendix A includes replacement cost data by year of incorporation iato the CWS system.

Depreciation

Based on the available information, there is no basis to suggest that the assets will not reach their
estimated useful life given current levels of management. Conversely, thete is no evidence to
suggest that the assets will significantly exceed their estimated useful lives. As a result of these
uncertainties, this anaiysm assumes that an asset’s age in reiamon to its estimated useful life
adequately represents its current condition. - :

However, determining the age of the assets for putposcs of calculatmg accumulated depreciation
was not as straightforward. In response to the uncertainty of these ages, historical “as-built”
construction documents were examined for most of the CWS’ subdivisions. These ‘as-built”
documents are dated and show approximately When ‘tach new subdivision or phase was
constructed. It was assumed that the water and wastewate mfrastructu.re in each subdivision is
equal to the subdivision’s age. :

Table 2-7 summarizes the assets’ anticipated:usefil life used to estimate depreciation.

Useful Life, Years

Water and Sewer Lines and Appurtensnces

Derivation of Replacefi’hént Cost Less Depreciation

Table 2-8 summarizes the inventoty of the CWS system assets, their replacement costs, and their
replacement costs less depreciation. Based on this analysis, the estimated replacement cost of
CWS’ major assets is $28.2 million, which includes both the water and wastewater systems. The
replacement cost less depreciation for the combined system is estimated to be $14.5 million.
Simuilar to the income capitalization approach, this estimate does not include financial assets or
labilities, and does not include a teduction in the value for CIAC.

Confidential Proprietary Information 18 ' Valuation of the
CAROLINA WATER SERVICE, INC. SYSTEM
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Table 2-8

Summary of CWS System Assets and Replacement Costs

Replacement

Area - iructed Cost Useful Life Remaining Value
Water and Sewer System - 1973 $ 9,951,476 50 $ 3,184,472
Water and Sewer System - 1998 . .- LT )98 $ 3,341,622 50 % 2,740,130
Water and Sewer System - 2000 75T o 2000 $ 2,667,860 50 $ 2,294,359
Water and Sewer System - 2001 e 2001 50 §$ -
Water and Sewer System - 2002 cLEET U TT2002 $ 1,429,639 50 $ 1,286,675
Water and Sewer System - 2004 o S 2004 $§ 176,298 50 $ 165,720
Water and Sewer System - 2005 2005 $ - 0459,655 50 $ 441,269
Water and Sewer System - 2006 2006 $ 91,762,901 . 50 $ 1,727,643
Water and Sewer System - 2007 2007, i o 50 $ -
Pumping Stations Varies 3,550,000 “Varies $ 1,752,143
Services 4,342, 538“ : 40 $ 651,381
Elevated Water Storage Tank 475 OOO 60 § 205,833
Property N/A 29 560 . $ 29,560
Totals $ 28,186,548 $. 14,479,185.15
1.ess Contributions in Aid of Construction (CIAC), including: $ (7,834,388)
($6.1 million as reported to ORS in 2005, plus $1.7 additional facilities in 2006)
Net value RCLD $ 0,644,797.65






Contributions in Aid of Construction

It was noted in the Income Capitalization Approach section, that many of the CWS assets are in
the form of CIAC and therefore they ate not included in the utility’s rate base. For purposes of
consistency, it is reasonable that these assets should also be removed from consideration under
the RCLD apptoach because CWS did not pay for them. As a result, this analysis subtracts
CIAC from the RCLD estimate.

However, it is important to note that CIAC is subtracted based on the original cost of the
contributed asset in question, rather than that asset’s replacement cost. “It raises the question of
who should receive the benefit of the asset’s appreciation over time. The analysis assumes that
this appreclauon should accrue to its current owner because they are’ -currently assuming the risk
of that asset’s failure. Therefore, the value of the CIAC will be deduc’cc:d from the RCLD wvalue
at its otiginal cost, rather than its replacement cost. Docyments subrmtted by CWS to the ORS
reported CIAC of $6,107,000 at the end of 2005. Although it is known that Approximately $2.6
million has accrued to the water utility and $3.5 million to the wastewater ul:lhty, a direct link
between these sums and specific assets cannot be made In addmon it has been assumed that
assets added in 2006, totaling §1.7 million, as shown e )8 ‘have been conttibuted. As a
result, the total value of $7.8 million ($6.1 million pliis:§1.7 million) is deducted from the
combined value of the water and wastewater utilities to estimaténet RCLD.

Comparable Sales Method

The cornparable sales method uses values from tecent sales of exlstlng water and wastewater
utilities as its basis. Sales pnces are typically normahzed to V_djust for differences in system size
and other charactensucs '

sales prlce ancl the number of customers for each system. The
comparable sales appeared to represent faitly new and small “developer” systems,
although ‘informadop was generally lacking for these comparables. For CBU, the
comparable sales estimate was several times highet than valuation estimates using the
income approach or RCLD approach. Consideting inflation, these compatable sales
would suggest that the River Hills system’s value is approximately $2,367 per account for
the water system and $4,339 per account for wastewater. Multiplying by CWS accounts
yields a total estimated value of $15.9 million (Table 2-9).

¢ Studies in 1998 by Hartman and Associates for York County directly addressed the
compatable sales value of the River Hills system. Based on extensive analysis of
comparable sales primarily in North Carolina, Hartman’s initial study estimated a value of
the water and wastewatet systems to be $1,363 and $1,951 per single family equivalent

Confidential Proprietary Infarmation 20 Valuation of the
CARGLINA WATER SERVICE, INC. SYSTEM





(SFE}, respectively, adjusted to 2007 doilars (T'able 2-9). This results in a combined
system value of $11.6 million if the current number of River Hills system SFEs is
considered. A second study focused upon sales in the Charlotte region and would result
in 2 combined system value of $10.7 million for the River Hills system.

* Few recent compatable sales from South Carolina were available. Correspondence for
this evaluation with the NC Public Utilities Comumission indicated that there have been
no recent comparable sales finalized in North Catolina. The ORS provided information
on three sales in various parts of South Carolina during 2006, including utilities in Cayce,
Aiken, and Dorchester Counties. The average of two wastewater system sales was $1,533
per account; the single combined system sales was approximately $2,300 per account for
both utilities. Table 2-9 summarizes how these prices translate to the River Hills system

‘T'able 2-10 summarizes the comparable sales estimates generated from the above data sources.
As shown, it appears that total system value may vary from about $5.5 million to almost $16
million. L1tﬂe information is available about the spécific characteristics of the: -comparable sales
that result in this wide range of values. Factors cont ibuting to-this varability would‘include the
relative age of the systems, the overall size of the systém) preserice of treatment facilities, and the
level of CIAC. On a per account basis, higher levels of developer contributions would tend to
lower the sales price because there is less, potentlal rate base fot private purchasers to profit from,

The Hartman estimates fall within this wi ¢ of comparable sales walues and directly address
the CWS system. This results in relatively more Weight given to these studies, though they are
dated from a 2007 perspective. However, for putposes: of -this- analysm the comparable sales
value for the combined CWS8 system is estimated:to be the average of the two updated Hartman
and Associates studics, ot $11.2 mxlhon (rounded) '

lie of the CW'S system, including financial assets such as
oS mezw??- eserve acaozmt.r held in escrom, and labilities such as accounts payable and debt
- Thess mlm.r will be the same rogardiess of how CWS is valuated and were

consequently. immzdemd in t/m mzagm.r

Table 2-11 sho 5 that the i n_;x_c;ome approach yields the lowest value and the comparable sales
approach yields the highest. value with 2 difference of nearly $8 million between thetn. The
RCLD approach liesibetween but is slightly closer to the replacement cost estimate. Overall, the
range of estimated values'is quite wide. A possible explanation for the income approach yielding
a significantly lower estimate may be the constraint placed on the owner’s return, due to a lack of
rate base. Due to lack of rate base, the ORS constrains CWS profit to a rate of return on
operating expenditures.

No attempt has been made to conclude if one of the methods is more appropriate for this
application than others. Each has relative strengths and limitations. A simple average of the
three values yields a value of $7.7 million. Regardless of the estimated value of the CWS system,
its integration with the County’s system is one of the more important tests of this potential utility
acquisition.
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CAROLINA WATER SERVICE, INC. SYSTEM





WILSAS "ON| ‘IOIADIS HALYM YNITOHYD)

8U] 4O UOKEN[BA

uonewlo| Aejsudoid [eluspyuoD

4

Carolina Water
Comparable Utility S

Service, York County Service Area
les in North Carolina and South Carolina

Hartman Assaciates
Estimated price per SFE for River Hi
CCI, 1998-2007 R
Average price per SFE, adjusted
Number of SFE's

Estimated value using average of comparab

Hartman Associates, focusing on CMUD-CWS 'tra
Estimated price per SFE for River Hills system'

CC1, 1998-2007

Average price per SFE, adjusted

Number of SFE's

Estimated value using average of comparable sales

Using South Carolina ORS data, all 2006 (not adjusted), Cayce and Aiken

Estimated price per customer
Number of customers
Estimated value using average of comparable sales

Using South Carolina ORS data, all 2006 (not adjusted), Dorchester County

Estimated price per customer
Number of customers
Estimated value

I.lsactions- of 1-95_!0;

Water Sewer Combined system
$1,949 $3,572
1.2147 1.2147
$2.367 $4,339
2,549 2,276

$6,034,397 $9,875,705 $15,910,102

Water Sewer

$1,016 $1.454
1.3416 1.3416
$1,363 $1,951
3,634 3412

$4,953,380  $6,655,742 $11,609,122

$2,188

1.3416

$2,935

3,634

3 10,667,319

LT 81,533

LT 2,276
T TT$3,489,093

5 2,300

2,413

5 5,548,750






Table 2-10
Carolina Water Service, York County Service Area
Comparable Sales Summary

Sewer
Water system  system Total system
Source of comparable data
HDR Study for Bronswick County, NC, 2002 $ 6,034,400 $9.875,700 $15,910,100
Hartman & Associates, 1998a $ 4,953,400 $6,655,700 $11,609,100
Hartman & Assaciates, 1998b 4 $10,667,300
SC ORS data, based on 2 transactions, 2006 3,489,100
SC ORS data, based on | transaction, 2006 $ 5,548,800
.. Table 2-11
tion approach:
Replacment
tost less— —Comparable

epreciation sales

$ 1,638,000 $ - $ -
o § 1,809,000 $ - $ -
% 3,447,000 $ 14,479,185 $ 11,200,000

Less Contributed Assets $ - $ (7.834388) $ ;

$ 3447000 $ 6,644,798 $ 11,200,000

All valuations represent analysis done in perpetuity.
Note: RCLD and comparable sales estimates were on the basis of the combined water and
wastewater system, and not allocated between the two enterprises.
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Table A-1

- of C\’TS System Assets and Replacement Costs

Area

‘Water and Sewer System - 1973
Water and Sewer System - 1998
‘Water and Sewer System - 2000
Water and Sewer System - 2001
Water and Sewer System - 2002
Water and Sewer System - 2004
Water and Sewer System - 2005
‘Water and Sewer System - 2006
Water and Sewer System - 2007
Pumping Stations

Services

Elevated Water Storage Tank
Property

Totals

Less Contributions in Aid of Construction
{CIAQ), as reported to ORS in 2005

Net value, RCLD

Remaining
Value

$3,184,472
$2,740,130
$2,294,359
50
$1,286,675
$165;720
41,269
643
$0
752,143
$651,381
$205,833
$29,560

$28,186,548

" i$6,106,745

$8,372,440

$14,479;185

Year

Constructed ENR CC1
1973 1895
1998 5920
2000 6221
2001 6343
2002 6538
2004 6694
2005 7446
2006 7751
2007 7942

+ 1973 1895
E973 1895

S NA

Installation Useful

Cost Life
2,374,471
2,490,859
2,089,945

1,176,905
148,594
430,949

1,720,504

2,048,502 Varies
1,036,151
113,337

& B2 00 W 49 0 0 BT BB B B B &
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Table A-2
CWS System Assets Replacement Costs

Year Constructed: 1973
River Hills, Hamilton's Bay, Lake Wylie Woods, T-Bones, and
Subdivisions: Phase 1 of Forest Oakes
Unit Cost Quantity .- Cost
Water Mains M
12-in $ 3000 $ +-.60,478.68
10-in $ 28.00 4~ $ 111,962.93
8-in $ 21.00 $ 583,530.43
6-in 5 17.00 $ 802,169.73
4-in $ 16.00 $ 204,898.39
2-in 5 ., 7.00 $ 139,430.20
Fire Hydrants $ $ 202,500.00
Sewer System
10-in 4500 . -
8-in 31:00¢ 2,847,536.00
Manholes 2,372.00. 1,273,764.00
Force mains LR,
e 2000 124 § 2,478.15
© 11800 4,205 § 77,318.20
15.00 22,830 $ 342,455.21
7.00 10,778 § 75,448.03
5.0% $ 336,198.50
Restoratic 30.0% $ 2,017,190.89
Erosion Control 8.0% $ 537,917.60
Miscellaneous:” 5.0% $ 336,198.50
Total $ 9,951,475.53
Confidential Proprietary Information A-3 Valuation of the

CAROLINA WATER SERVICE, INC. SYSTEM





Table A-3
CWS System Assets Replacement Costs

Year Constructed: 1998
Mill Creek Fails, The Landing, Five Point Acres, Shoppes at the
Subdivisions: Landing, BP, Station, Bethel Commons

Unit Cost  Quantity s Cost
Water Mains e
12-in $ 30.00 o 9746 $0 292,380.00
10-in $ 28.00 RN $ v .
8-in $ 21.00 .0 5370 § 4112,770.00
6-in $ 17.00 - 13,592 & 1+231,064.00
4-in $ 16.00 $ 37,520.00
2-in $ 7.00 $ '48,734.00
Fire Hydrants $ 2,500.00 $ 70,000.00
Sewer System
10-in $ 23,130.00
8-in $ 877,858.00
Manholes 8 422.216.00
Farce mains
8-in $ -
B 3;891— % 70,038:00
4-in 3,956 § 59,340.00
1,829 § 12,803.00
$ 112,892.65
$ 677,355.90
$ 180,628.24
$ 112,892.65
$ 3,341,622.44
Confidential Proprietary Information A4 Valuation of the

CARCLINA WATER SERVICE, INC. SYSTEM





Table A-4

CWS System Assets Replacement Costs

Year Constructed:

2000

Forest Oaks, Autumn Cove, Village at Lake Wylie, Medical Offices,

Subdivisions: Shell Station
Unit Cost Quantity . Cost
Water Mains SR
12-in $ 30.00 2859 § 85,770.00
10-in $ 28.00 e 8 -
8-in $ 21,00 L 41318 86,751.00
6-in $ 17.00 "5 14,5828 247,894.00
4-in $ 16.00 $. _
2-in $ 7.00 4,184 $ ... 29,288.00
Fire Hydrants $ 2,500.00 32 % i .. 80,000.00
Sewer System
10-in $ 45.00 3 -
8-in $ +,..31.00 24831 $ 769,761.00
Manholes 3 2,372.00 142§ 336,824.00
Force mains
8-in $ : $ -
6-in L$e 18.00. 6,135 % 110,430.00
4-in e 15.00" 3726 $ 55,890.00
2-in $ 3 -
Mobilization $ 90,130.40
Restoration $ 540,782 40
Erosion Control $ 144,208.64
Miscellarieous $ 90,130.40
$ 2,667,859.84

Confidential Proprietary Information
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Table A-5
CWS System Assets Replacement Costs

Year Constructed: 2002
Subdivisions: The Landing, Townhomes at Autumn cove
Unit Cost Quantity Cost
Water Mains
12-in $ 30.00 -
10-in $ 28.00 -
8-in $ 21.00 85,071.00
6-in $ 17.00 70,890.00
4-in $ 16.00 61,408.00
24n $ 7.00 11,137.00
Fire Hydrants $ 2,500.00 s 22,500.00
Sewer System :
1Q-in $ 45.00 -
8-in $ 31.00 364,157.00
Manholes $ 338,824.00
Force mains
8-in % -
B-in $ -
4-in $ 10,695.00
2-in 470 $ 3,290.00
Mobilization $ 48,298:60
Restoration $ 289,791.60
Erosion Contro $ 77,277.76
Miscella $ 48,298.60
$ 1,429,638.56
Confidential Proprietary Information A-6 Valuation of the

CAROLINA WATER SERVICE, INC. SYSTEM





Table A-10
CWS System Assets Replacement Costs

Bill Code Description Units Unit Cost Total
46001 5/8" Residential Distribution 1,755 § 690.00 §1,211,180.00
46005 2" Residential Distribution 499 $ 2,350.00 $1,171,866.67
46006 5/8" Residential 1 % 690.00 $ 690.00
46007 3/4" Residential Distribution 45 $  690.00 $ 30,935.00
46008 1" Residential Distribution 1 8 .‘1900.00 $ 600.00
46009 5/8" Commercial Distribution 56 $- & .6_9.9.00 $ 38,295.00
46010 1" Commercial Distribution 18 -$ 900:00 $ 15,825.00
46012 1-1/2" Commaercial Distribution 12 3 2,050.’0}0 - $  24,600.00
48013 2" Commercial Distribution 200 $ 2350.00:% 47,000.00
46014 3" Commercial Distribution o 4 § 3,750.00 $. . 15,000.00
46015 3" Residential Distribution w88 @ 3,750.00 $ -330,000.00
46016 6" Residential Distribution © e B3 § 4,250.00 § 226,666.67
46019 3/4" Commercial Distribution Yie J$ 69000 $ 1,380.00

Totals 2,558; $ 3,114,038.33
4" Sewer Lateral GV 2,730 $ -.450.00 $ 1,228,500.00
% 4,342,538.33
Confidential Proprietary Information A-11 Valuation of the

CAROLINA WATER SERVICE, INC. SYSTEM










Public Service Commission of South Carolina Phone: 803-896-5100

101 Executive Center Dr., Suite 100 Fax: 803-896-5199

Columbia, SC 29210 WWW.PSC.SC.EOV
Complaint Form Print |

Date:

la)mplainant or Legal Representative Information: * Required Fields [

Name * Ken Bozeman

Firm (if applicable) B-2 Holdings LLC

Mailing Address * PO Box 10307

City, State Zip* Rock Hill S.C. 29731  843-886-5582 Phone *

E-mail * kbozeman@comcast.net

[Name of Utility Involved in Complaint: * Utilities Inc/ Carolina Water Service Inc |

NOTE: If AT&T is the utility involved, please complete the attachment located at the end of this form.

[Type of Complaint (check appropriate box below.) * |

[] Billing Error/Adjustments ] Deposits and Credit Establishment  [_] Wrong Rate [C] Refusal to Connect Service

[] Disconnection of Service [] Payment Arrangements [] Water Quality ] Line Extension Issue

{1 Service Issue ] Meter Issue
[[] Other (be specific) _Started to charge additional waste water collection charges in Oct. 2012 without notice and arbitrarily.

Name of

ORS Contact: Chad Camphell and Will Margan

Concise Statement of Facts/Complaint: * (This section must be completed. Attach additional information to this page if necessary.)

Carolina Water started to charge 3 SFEs in Nov.2012 on account #2187919505 although that meter recorded 980 gallons used in
Nov., 990 gallons in Dec. 2012, 1040 gallons in Jan.2013 and 810 gallons in Feb. 2013. The company has also increased the
SFEs on account #6778000000 to 3. In the past they have charged only 1 SFE per account. | contacted the office of regulatory
staff about this issue and was told that 1 SFE is 400 gallons per day or approx. 12000 gallons per month but the company can
charge more depending on the type of business in these buildings. Chad Campbell seemed to defend Carolina water inc. and not
consider the customer. He said that | would not like the sewage to back up and that by charging more collection fees Carolina
Water would be in better position to service the area. If Carolina Water is worried about insufficient capacity, they should build
bigger facilities or not take on new customers. Water and sewage charges should be based on how much water is used and
treated. | have checked other water departments and have found they do not charge these collection fees. All these additional
fees only add profit to the bottom line with no increase in cost. It seems that the company does not need to increase prices if they
can just come up with another fee. | am shocked that the PSC would go along with this increase in cost to the businesses in York
County therefor | am filling this complaint.

Have you contacted the Office of Regulatory Staff (ORS)? * [X]Yes [ ] No

Relief Requested: * (This section must be completed. Attach additional information to this page if necessary.)

| would like the SFEs to go back to 1 per account and only charged when a meter reads more than 12000 gallons per month or a
percentage of that quantity.

EXATD 15

PENGAD 800-631-6989

!
2013-2/7/5-WS
STATE OF SOUTH CAROLINA ) VERIFICATION
)
COUNTY OF _York ) Internal Use Only

Processed By Date

1, B-2 Holdings LLC verify that I have read my complaint filed on  02/25/2013

Complamant's Name *
and know the contents thereof, and that said contents-are true, ~—~_, _ %//: ey
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